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ABSTRACT 

In the seventh of a series of field hearings held in 
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Governor Ted Schwinderi, by the state stiperintendent of schools, 
representatives of local government associations , state and local 
elected officials, and a power company manager .Topics included the 
importance of federal revenue with regard to Montana's education, 
agriculture^ power ^ arid industrial growth, and highways. The focus of 
the Minnesota meetirig was the economic condition of agrictxlture and 
the impact of the budget proposals on rural America. Statements were 
made by bankers^ a cpurity extension agent, ah agricultural economist, 
and the state agriculture commissiorier Information was provided 
concerning the impact pri farmers of federal agriculture policy and 
legislation. Specific topics included loan foreclosures, iKterest 
rates, bank closings^ arid the hardships faced by farm families. This 
doctjiment includes the transcript of the meetings, prepared 
statements, and additional information submitted for the record. 
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EGONOMIC AND FISCAL CONDITIONS IN RURAL 

AMERICA 



FRIDAY, MARCH 14, 1986 

House of Representatives, 
•Committee on the Budget, 

^ Helena, MT. 

ITie commiUee_met^ j^^^ to notice, at 8;58 a.m^ in the bid 

|upreme^^court^^chambers, room 325, State capitol, Helena, MT, 

^ V^^ Gray III (^chairman of the committee) presiding. 

Ihe eHAiRMAN-'Die committee will now come to order 

Good morrimg I a^^^ happy to bring the House Budget Committee 
to the city of Helena as we continue bur hearings on the 1987 
budget. Joinmg me is Congressman Pat Williams, who as a 
member of the committee, invited us to visit this region of the 
^unti^. He teew that it was essential that we observe first hand 
the fiscal and economic realities ih this^part of our Nation. Other 
Members jommg us today are Congressmen £owry. Derrick, Wolpe, 
Fazio, and Weber. - » i' » 

f^fliF tl^e Balanced Budget and Emergency Deficit Cdntrbl Act 
of 1985, commonly known as the_Gramm-Rudman bill, the Con- 
gress is cqsamitted to reducing the Federal deficit to $144 billibri 
tor ^fiscai year 1987, and a balanced, biidget by 1991. The policy 
choices that we must make to attain these requirements will have 

profound implication for bur Nation. They will also affect the 
Dtate Md local J:bvjBrnments. 

I believe that all three levels of government and all of our citi- 
zens should face these issues together. That is why we have come 
to Montana today. 

understands the partnership that exists 
T ^nof Government, under bur current Federal system, 

In_i_984^ M9ptana received one-half billion doUax^ in Federal 
g-ants, including $127 miljibn from the Department of Health and 
-H^?^^ tT^^^^^ °f which $55 million was for Medicaid and $19 
mdlion^for AFDC; $127 millibn frbm the Department of Tranepor- 
totion^;_aj-gely for highways; $88.5 million from the Department of 
^i^cluding $36 millibn for compensatory education, and 
^8 i^ign_fp_r handicap education programs; $36 million from the 

Department of Agriculture. 

In |arlier hearings, the committee heard bipartisan testimony 
ft-omJ:he leading State and local g;bvernmeht organizations, includ- 
ing the_ National Govern the National Conference 
State^ Legislatures, and the Natigrial. Association of Counties. 
The testimony at these and other hearings has revealed little sup- 
CD 



port for the priorities of the President's budget. However, there is 
clear sti^pdrt am^^^^ all Americans across party lines that we must 
reduce our deficits. 

_ _ YeMf rday ttie HpU^ voted on the President's 

economic prescription, and the President's budget was defeated 312 
to 12. Now we must develop an ^temative is hopefully bipar^ 
tisan. it must give us a deficit for fbcalyear 1987 of $144 billion. 
This should be done Mth eiuiife and cpns^^ for all regions of 

this great Nation ^nd all sectors of our economy. 

Today we are here tp_ li^ well _M other 

local officials from Montana, Washington, and Idaho. Congressman 
Williams, who is a distinguished, senior member of the Budget 
Committee, certainly, understands this region and we are with him 
to ^et a firsthand look at your problems^. 

We regret that we will- not be able to conduct this hearing all 
day today and tomorrow because we know there are manyj, mainy 
people who would like to testify. Because of time- constraints, we 
have tried to select a group of witnesses that will give us expert 
testimony on the needs and concerns of this region and State. How- 
ever, if there are those who would like to have their testimony as a 
part of our permanent record, the record will be kept open for 5 
dajffi so that >ou can submit it to Congressman Pat Williams' office. 

Congressmpl P^t W^ dpehing statement, 

and then our ranking Republican member, Mr. Weber, will also 
give a few ppraing remark before we proceed with our first wit- 
ness. Congressman Williams. 

Mr. WiiJJAMS._T3iank_ybu_^y^^ Mr._Chaiiman.__ _ 

I want -to welcome you and my colleagues here to the Big Sky. 

We're delighted that you have agreed to 

West in the budget hearings. The Budget Committee has been to 
several places listening to Americans^ t^h^ to de^^^ 
they think about the President's budget and what they would do if 
they were writing their own Federal budget by themselves^ 

The aiiswerg'. aren't easy. But it was important, we believe, to 
come to our part of the West because we have a unique relatiph- 
shij) here with the Federal Government. A unique local, State, ^d 
Federal partnership exists, and our part of the West has benefited 
by it _ _ . 

Make no mistake about this, my friends, as the Budget Commit- 
tee process with writing a budget,^ s^^ the programs, some of 
the iielp and assistance ^lich the West has had in the past, will be 
either seyereli cuH^ eliminated. What we are hoping to 

hear to^ay from Montanans, from Washingtonians, and folks from 
Idaho, is hpt onlyLwhat we need^butjwhat liess of. 

The other- thing that we would like to know is what do cuts in 
the Federal budget do to pur local tax_ba^ wh^t is the ability 
of dur citizens to pay mora local and State taxes to make up for the 
losses that most likely will be incurred, frpm the Federal budget^ 

Ajam, Mr. Chairman, and my colleagues, I am grateful that 
you're with us here in Montana. 

The Chairman. Thank you. Congressman Williams. And now to 
Congressman Weber, who is our ranking minority member repre- 
senting the Republican side of the aisle. 
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^ Mr. Weber, lliank you, Mr. Chairman, and thank you, Mr. Wil- 
liams. It pleasure to 

_ As one Republican member out seven membera on thisjjanel, 
I want to assure_eyerybddy that I have been treated well by my 
Democratic colleagues. We flaw out yesterday dn_ an Air Force 
plane together and_ they _ di to me sit in the back of the 

plane, I did question why there were only six parachutes. JLaugh- 
terj But the chairman assured me it was a Gramm-Rudman cut 
and nothing politicaL _ _ 

I want to especially thahk_ bur friend and colleague, Pat Wil- 
liams, for bringing us here to Montana, and I want to thank my 
colleagues for agreeing to come afterjhis hearing to my district in 
southwestern Minnesota. Inhere are many things that are similar 
het\TOen this district and my district in southwest Minnesota, along 
the South Paliota border. I suppose the reason that we're holding 
these hearings is both Pat Williams and l think these hearings are 
iinportant bj^^ in our part of the countiy we're jquite a ways 
away from theJEastern urban centers, jpartjcularly from our Nfa- 
tion s CapjtaL There is always a strong feeling that it is important 
to bring people^ out to the West and theJWEidwest^ to the small 
tovras and_ small cities, from the Eastern centers of power to listen 
to our problems and understand how the actions of Government 
impact on bur lives in the West and Midwest. So this hearing is 
important not just to Mk Williams and to the j)ebgle_of Montana 
but I m^ateful to Pa Williams for holding this hearing because I 
think its of benefit to all Americans. I hope the_ hearing we're 
gdmg to hbld in my dM^ later on today is much the same. 
_ Yesterday the House of Representatives voted dbwn_ President 
Reagan sbudget_in_ an and bipartisan manner. That 

puts the President's budget behind us. Now we have tb look ahead, 
in^my judgment_,_at_the next challenge, which is to avoid in my 
judgment an even more dangerous approach to the budgeteutting 
problem, which would be_the_ automatic sequestration, the across- 
l^he-board cuts that will take place under the Gramm-Ru.iman_ Act 
if Congress fails to cbme up with a more sensible and balanced ap- 
proach to deficit reduction. _- 

- Within the next weel^br twb Chairman Gray will convene the 
Budget Committee to begiu work in our body on aii approach to re- 
ducing the deficit to $144 biUibnJhat would avoid the sequestration 
trigger. It is particularly appropriate that this hearing is held at 
this particular time, just as we're abbut to_ begin those delibera- 
tibh_s, _sp that we can be sensitive to the needs of the people of Mon- 
tana and the Mountain West as^w^^ doubtless going 

to be j>ainful decisions in some cases. Thank you. 

The Chairman. Thank you veiy much,_ Congressman Weber. 
__We_ call to t.he witness table our first witness, Hon. Ted Schwin- 
den, the_ Governor of the State of MbhtMa._ Gbverhbr, we welcome 
ybu tb this hearing of the House of Representatives Budget Com- 
mittee. 

_ Before you begin, let me say how much we appreciate being here 
in the capital and in this great State. This is particularly true for a 
city bpy from Philadelphia, who usually view? high-rise Jbuildings 
from his windows to wake up this mbrnirig and see what I thought 
were mountains. But then Pat Williams said "No, we call dem der 
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things hills/' It was a sight to behold and we're just delighted to be 
in youTjState^ 

Governor, we would urge you to summarize your tes^^imony in 5 
tp _7 minutes, so that _we_ ha^^ ask questions. 

witnesses who ar^ awaiting their turn, please do likewise and pre- 
pare to summarize your testimony also. Your full written stated 
mentis will go into the record. 

Governor, thank you for allowing us to come to your State. 
TOank you for allov^n us to use your capital building, and wel- 
come to these hearings. 

STATEMENT OF HON. TED SCHWINDEN, GOVERNOR OF THE 
STATE OF MONTANA 

__Mr. ScHWiNDEN. Thank you very much, Mr. Chairman. 
May X_ join our Congress^^ welcoming you. And 
you never need permission to come to Montana because we always 
have the welcome mat put. 

We appreciate, as both Pat Wiliiams_ and Congressman Weber 
have said, the fact that you have taken this opportunity to 'Isit the 
West, because I think it is rare, if not the first time, that we've had 
the opportunity to be heard on our turf by a committee that carries 
with it the prestige and the decisidnm£iking responsibil- 

ities x)f the Budget Committee. 

Following my remarks I will submit al cppj/^^ pf my tMtjnipny for 
the record. Actually, I have not submitted the iOO copies you re- 
quested because I wanted to make a point this morning. You folks, 
if you want 100, you can pay for them. [Laughter.] 

i think the other point I wanted to make is that, veiy clearly, 
the 5_0_ States can iio longer services J:hat af e based not 

on need but on tradition. And speaking of tradition and change, 
when I took office in this capital spm^^ of 
that partnership that was then, characterized by the President as 
''New Federalism'' created in all of the 50 Goyerhplrs and the Gov- 
ernors of the Territories an enthusiasm ^and excitement that i 
think was unparalleled in recent history. The Governors believed^ 
and we were d^^ 

_ Frankly, gentlemen, we have not had a sorting out of State and 
Feder^ resppnsibilities and is a sifting 

down of additional responsibilities in areas that are as diverse as 
highways and Medicaid. We have had _repeated Fed^^ 
into revenue areas that have been, historically important to meet- 
ing the fiscal requirements of the States, We have had offere4 and 
then withdrawn, a msgor new area of State revenue— -and fm 
speakmg of the 8-cent Federal cigarette tax. Because despite direct 
assurances from the Budget Director and the President himself a 
year ago in the White House, that tax was reimposed late last year. 

Our disenchantment with J;he ''New FedersQwrn'^ i^^ 
is really hard for the Governors, as you liave hearH from the Na- 
tional Governors* Association^ to madntairi enthus^^^ 
can only characterize as a kind of philosophic ^"Trcjan Horse.'VNew 
Federalisni has been a vehicle to off-load bills on to the States^ 
while effectively diminishing our ability to pay for them. 
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One example. ^ATien I took office in 1981, the executive branch in 
Montana^ under my co^^^^ 10,375 full-time em- 

ployees. By the end of last December, we were down to 9,024 actual 
employees oji the State, payroll, well short of the authorized, legis- 
latively approved level of 9,712: We haveJcept our State budget bal- 
anced by Wting the bullet, despite what I'm sure you have already 
heard from Mr. Williams as you have come to our State, triily^ dis- 
fiustrgus cpnditidns_ in and mining throughout the entire 

West: Just a month ago I had to reduce, as many other Governors 
haye_ done, bur State appropriations by 2 percent. Governor Sinner 
of North Dakota just reduced appropriations by 8 percent in North 
Dakota. _ 

In that same 5-year period, as you^kiidw,^ the Ffederal deficit has 
doubled^ and, incredibl3% Federal employment under the Reagan 
administration has increased by some 5 pe^ 

The States don't expect Federal miracles. We do ask of our Fed- 
eral Government what we^ demand of ourselves, and that is the 
ability to respond in a timely fashion to legitimate coiicerns, to 
J^h® J^iids d^^ to protect this 

Nation's fiscal integrity^ I thinlc withotit that kind of commitment, 
Muntaha aii^J^ ourselves increasingly 

caught between a rock and a hard place. I think nowhere is that 
trap mdre_eyident_thM what is happening in our agricultural in- 
dustry and our agric. ' ;ural economy here in the Nation's heart- 



The combination of the record Federal deficits and che strong 
dollar that has emerged has hobbled si^ificantly the ability of our 
farm and ranch producers to produce ^ain and beef jn cdmpetitigri 
in overseas markets. And yet the Reagan administration proposal, 
which has been that we ought to export our way back td rural pros- 
perity, is in direct contrast with the recommendations of the Presi- 
dent's budget, that we ciit by 50 jpercent the support to the Foreign 
Agriculture Service, which as you know,- is the agency that sup- 
Pdrts cddperative export United States. 

In recent years, failed Federal policy has more and more farm 
producers rel^an^ on Farmers Home Administration financing. 
We are going to have a lot of good Montana producers who are 
going: to be eligible and qualify for the 3-year interest buydown 
that the Congress approved in the Farm Act late last year. Hope- 
fully^ that bill will provide the opportunity for some of our produc- 
ers to^stay in business with^lower rates. But we are already in the 
fields in Montana, and the Farmers Home Administration, Just late 
last week, finally Issued the regulatidns to _ impjemen t that buy^ 
down program. It cJaarly is going to be several more weeks before 
our farm producera are gding to have smi op^^ to take ad- 

vantage of that process oi- to find out whether they're going to 
make it this year. 

As som^ of you ma3 knov*^^ a Montana newspaper editorial yes- 
terday predicted ^hat your budget ne^ ''get ah 
earful:'^' In their words, you will, gentlemen: Western States are 
desperately_ struggli_ri^^ in order, and that's a 
task that is_made almost impossible by the uncertainty that sur- 
rounds the President's proposed budget— some of that uncertainty 
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has been removed this morning— arid the entire Gramm-Rudriian 
cdncep^ 

Last mjhth in Washington when the Governors met, one of your 
colle^;ues from the Congress echoed mors eloquently than I could 
the growing frustration that exists in this country — and let me 
quote your colleague. He said: 

The divisions in Congress and the JVhite House seem almost irreGohcilable. The 
struggle is not just over dollars and cents-but over the very gut questions of federal- 
ism. You are asked to sort out your own State budgets ^yith little more than a^^ 
at Washington's bottom line, Im6win^j)hly that th trend toward greater cutbacks 
in Federal aid continues. Given the size of the deficit and the entrenched orthodoxy 
at the Whdte Hoi^, the traditional Federfid role of provider emd protector is being 
redefined into a kind of rough frontiersman, high on self-reliance. 

Congressman Rostenkowski said: 

W hat concenss me most, . is. the slow but steady _ dawning . that .we_can no longer 
govern: The consequences of stalemate nnd gridlock are not jijat_the^rist for colum- 
nists and Wall Street newslettera; they are becoming the nagging truths for all 
Americans, and with reason. 

That's the^ end comments. 

Gentlemen, whett you go back to Washington, as you must, 
PV^^^ PTpye Daii JRqstenkowsld^w ITije people of America 
know that painful decisions are infinitely better than no decisions 
atalL 

Thank jrou very much, i would be happy to try and respond to 
any questions. _ 

The (Shairman. Thank you^eiy much. Governor. 

Dp you have ^any requirements here in the State of Montana for 
a balanced budget? 

Mr. ScnmNVKN. _ 49 .States have such _a ^rqyisionj 1 

does not, Vermont, but it has always followed the balatnced budget 
process. 

The Chairman. In light of that requirement — when is your fiscal 
year, may I ask?_ _ 

Mr. ScHWiNDEN.-The end of June, July 1. 

The Chairi^n. With_ that deadline and the_ massiye shifts in J-e- 
sponsibility taking place under the rubric of "New Federalism," 
what does that mean .in terms of _ aMllty Jp nlakeja^ 

for vital ^ervic^ aniieeds which you count on ^ you put together 
your budget fpr the first of July? Ours is hot finalized, as you well 
know, until October 1. 

What does that mean for ypu? Should there be majp^ 
in agriculture, in highways, in the Federal rx)le with regsord to min- 
erals? If that changed drastically and sig^^^ 

able to handle that in terms of fulfilling the needs of the State? 
Would you have to gp to some revenue raiser or tax increase, or 
just drop the services? 

Mr. ScirwiNDEN. Well, we would phyipusly ha^ 
necessary, given the balanced budget requirement of our constitu- 
tion. We have already begun that process ih_ this. fiscjJ_^ear be- 
caiisiB, in this case, it's not the lack of information about what may 
or may hot happen in terms of Federal apprdpriatipnSj, but the dy- 
namics of the economy, in terms of reductions in oil prices, the col- 
lapse of our agricultural economy, that have given us some reve- 
nue shortfalls. 
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We have aiready- reduced our budget by 2 percent. I fully antici- 
pate that we will have to reduce it further riext year, and in all 
likelihood— or at Jeast there is some likelihood now— that we'll 
have to call another special session before the beginning of the 
fiscal year to respond, firet of all,^ to what is happening to our econ- 
oiny_and that of other _b 

The other problem that we have, the one you mentioned, which 
is diir inability to MQurately predi^^^^ the_ admimstratipn and 
the Congress will ultimately do in terms of responding to the rejec- 
tion of the Presideht's budget, the sequestration issue arLd so fortfc 
that guessing game of what is going to happen is one of the most 
difficult processies for State legislatures arid for Goyerribrs^ Our 
State normally has a legislative session only every other year, so 
not only do we have the uncertain ties Mspciated wjth 30-month 
predictions of revenue or the economy, we have a couple of Con- 
gresses that go by and ^Federal budgets. Back in 1981 we actually 
had the legislature which mandated that we go back into special 
session when the first block gran ta were approved that fall. We do 
a lot of Roping around in the dark, in the halls of State capitols. 

The Chairman. Thank^ou, Gavernor. Mr. Weber. 

Mr. Weber, Goyembr Schwinden, I just wonder if you have had 
a chance 4:o analyze the impact of 4;he^ sequestration that could take 
place in October on Mo^^^ As I said in my opening remarks, we 
have the President's budget basically behind us. I am mostly cori- 
cejrned^ as_ are _mb^ the committee, about what sequestra- 

tion would mean. Can you describe for us a little bit the impact on 
this State if^ indeed, we did fail in our job and we had to go to 
those automatic cuts? ....... 

_ Mr^ ScHWi^^ going to msike the pre- 

sumption that you wil^not fail, because I think thje historic role of 
Congress has been one of accepting its responsibility to establish 
public policy. (5iearly^ the dec^ion on how American^tax dollars are 
aHpcated ought to be your responsibility, not the President's, arid 
not some automatic formula. _ _ 

I don't have the exact m^ that wiU impact us if the 

sequestration process takes place. But as 1 indicated in my re- 
sponse to Corigressm^ Gray, if jt takes j>^^^^ it _doesri't_ matter 
what happens to us; we have to respond to it. if that happens, one 
of the things that I suspeict wiDuld jclearly ha^ 
the legislature into session because we would have to make some 
massive reallocations of existirig State resburces arid, in all likeli- 
hood, look at the replacement of at least some of the lost revenues 
that would result as a result of sequestration. I dori't have the 
exact dollar numbers. 

Mr. Weber. Thank you. Governor. I have a lot of questions^ I 
would like to ask but other panelists I am sure will want to. Thank 
you very much. 

The Chairman. Mr. Williams. 

Mxr Williams. GxJvernor^ as you know, both of us have served in 
the Montana Legislature. You make a good case concerning tlie un- 
certainties^that seem to beincorporated, at least for the last decade 
or so, in Federal action. Those uncertainties perhaps are height- 
ened by the fact, as you have indicated, that your legislature in 
this State does not meet annually. Should it? 
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-Mr. ScHWiNDEN. If we're going _tp__cpntiriue ^under 
the dual_ uncertainties of economic gyrations and Federal budget 
uncertainties, i suspect we probably have no choice but to move m 
that direction, Mr. Williams; . , , . i i- - 

Mr WiEUAMS. Governor, we are,, of course, m the legislative 
branch, and you occupy the highest State position m the executive 
branch. I guess your counterpart in Washington would be the 
Pif siderit. He believes that taxes on the Federal level sho-ild not be 
increased. Let me ask you a tv^part question. - , 

First, do you a^ee with him about taxes on the Federal level, 
and second, are taxes in Montana high enough? Should they be m- 

creased here? - - t 7.7 i — . j 

Mr ScHWiNDEN. Well, I don't want 4:o substitute my judg- 
ments for the President. As you know, he has taken _a_yery strong^ 
headed opinion bh the whole issue. My concern is that the deficit 
picture which you have illustrated on this chart behind me is ult> 
mately brou^ht back into the same kind of b^ance that State fiscal 
budgets- are put in. Siven the kinds of numbersjhat appear to be 
involved ihjiot only the sequestration hut just in the overall proc- 
ess of tiying to bring spending in line_with revenue, it seems to me 
clearly that _at some point there are going to have to be enhanced 
revenue sources at the Federal level. Nbw,_ whether those take the 
form of value-added, selective texes on fuel, import duties on qiJ, 
those kinds of things, there has to be an increase in revenue be- 
cause, frankly, I don't believe that the cats can be made at a level 
that brings the budget into balance over the next 5 years. 

The decision as to whether or not we're going to have increased 
taxes in Montana is one that I think is premature at this ^ point. 
ITie first thing we need to do is to make the kinds of spending re- 
ductions that are authorized by bur legislative process for the Gov- 
ernor to use. The isecond thing we ought to do is— that any respon- 
sible public official ought_to dbr-is reexamine the priorities that 
have been set over a period of time. . ^ 

I did not mean to be dxirf spectful when I made my pomt about 
the testimony, but we can't continue to make decisions based on 
historic traditions. We__have to make decisions b^ed on needs 
today, priorities established today, concerns that _are determined b 
the people today. I think we have to look at^ reallocation of our 
resources into areas of higher priority today. If those things da no^ 
achieve the balanced budget, then very clearly we will have to look 
to new sources of revenue. ti 1 u 

Mr. Williams Ggverhbr, I want tatell you personally^howmuch 
we appreciate you agreeing to be vnth us this morning. And I w^t 
my colleagues _tb_knbw that this Governor does not have an uniist- 
ed phone Jiumber. His phone number is in the phone books m Mon- 
tana. And wheh_ibu call thatjiumber— — - 
-Mr. ScHvaNDEN. Mr. Williams, don't read it out loud. 

^T^e^^Vime the Washington Post pjrinted it, I had a miserable 3 
months, frbm fraternity houseain Ohio State and^so forth. _ - - - -- 
Mr. WimAMS. When you call that number, and yo^ say I need to 

speak tb the Governor, the Governor says "You are.'' ^ 

Governor Schwinden we're, delighted that you re here. I appreci- 
ate the frankness of your responses today. 




9 



Mr. ScHWiNDEN^ Thank yon. 
The Chairman, Mr, Derrick. 

Mr. Derrick. Thank you, Mr^ Chairman^ Governor, I have an in- 
terpreter down there, if ^du need someone to interpret my accent 
for you. We are pleased to be here. 

Gbverhdr^ have ibu balanced your budget yet? _ 
- Mr. -ScHWiNDEN. Our budget was balanced; hopefSUy; at 
the end_ bf_ the last s_essi(m^_with_a yei^/: jninimal surplus. We have 
seen that surplus very dramatically erode. Rveiy lime the price of 
crude_pil drops $^1^1 don't feel as bad as Mark J^ite, IqsiBS 
$idd miUion— but we lose $3 miiJion. And since taxes on minerals 
P_rpd_uced_in Jiiis State r ^bput 20 percent of our revenue, 

what's happening in oil and coal has been the reason we've had to 
cut back. But we intend to stay in balance. We have no choice. 

Mr. Berrick. Governor, when I go into a State, I take a little 
time to look into the budget, just to peruse the State I'm going 
into. 1 want to suggest to you that if the Federal Government used 
the same accounting procedure that the State of Montana did, we 
would also have a balanced budget. I noticed in fiscal year 1985 
your budget was about $1.5 billion, and in addition to that, you had 
about $375.6 million in additional expenditures that were off 
budget, which, of course, would amount to about 25 percent ^of your 
operational budget. Of course, as we all ki^^^^ things, for 

university systems and pension pajraents for retired employees 
and what not that are going to have to be paid for _TTiey are_a debt, 
they are an obligation, no more or less than the jiationai debt. 

So I just want to suggest to you that you're not unlike niany 
other States — and I don?i mean to be critical of it at ail— but to say 
that the State has a balanced budget ijL the context of the Federal 
budget is just not the- case. You see; on the Federal level, as you 
know, we wpidd include all of that m budget. That would 
come out ^ part of our deficit; whereas you kind of put it over 
here tb_the_ side ^d it dpe^^ 

But anyway; be that as it may, your 2 percent reduction, is this 
acrbss_the_bbard?_I_in^ hit education, AFDC and all of 

these programs straight across the board? 

_ Mr^_ScHWiNbEN. What we did is we applied it to all execu- 
tive branch agencies, but by law, there are a couple of areas in 
which I may not reduce. One is the area of the judiciary,^ for obvi- 
ous reasons, ^e other one is I cannot reduce the apprppriatiph for 
what we call Pur schPol fpundatipn program, which is approximate- 
ly 50 parcent of the cost of K through 12 which is paid fpr by the 
State. Otherwise, every agency was required to reduce 2 percent. 

Mr. Derrick. You say the judiciary is exempt? _ __ 

Mr. ScHWiNUEN. Yes, it is exempt from my action^ It is not 
exempt obviously from legislative action. _But_uh_d^ 
granted to the Governor to reduce appropriations by up to 15 per- 
cent, that is an area that 1 can't touchy 

Mr. Derrick. I was talking to someone just yesterday who spent 
last weekend with the Chief Justice,, Mr^Burg^^ Su- 
preme Court. He spent most of the weekend complaining about the 
cuts that he had had to ihake in the Supre^^ a result of 

Gramm-Rudman-Hollings. So we have not exempted the Federal ju- 
diciary. I would just pass that on. 
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I underatand where the lawyers are coming from, and they make 
tip the legislature. Be that as it may, th^k you very much. 

Mr. ScHWiNDEN. Actually, if i ^ould respond, Mr: Chair- 
to the latter comment^^ not have the executive au^ 

thority to roll back the judicial budget, we got excellent coopera- 
tion and the judges themselves took the initiative on their own to 
undertake that same effort. _ _ 

But in response to the question on the unified budget, I gue(3S I 
would make a general and then a specific response. 

One is that if the Federal budget is in such good shape, ! don't 
know why we're all so concerned. The second is that we have had 
the lowest per capita debt of an^ State in the country really until 
we went but with an accelerated interstate construction program to 
try to -finish-that Federal Defense Highway System arid borrowed 
oyer $100 milljpn a couple of years ago so that we could complete it 
by- the end of this decade. — _ 

___Butj^bu're absolutely right, There certainly is a difference in the 
way that the unified budget of the Nation is computed as compared 
to the States, __ 

Mr: Derrick. Weil, Governor, with all due respijBCt, I tliink it is 
jiist a jnatter bf_the_way^you_adv^ advertised 
that the State^ of Montana had a 25 percent budget deficit, people 
would be cbncenied^ 

The Chairman, llie gentleman from Washington^ Mr: Lowiy. 

Mr. LowRY. Thmk^£^ and thank ybu^ Gover- 

nor, for your straightforward testimony. 

Mr. Williams has been wbrking hard_bnLthe that electric 

rate increases, electric power increases, increasing SPA rates 
would have on some specific industries and employment, ahd_sp^ 
cifically has talked to us about the aluminum platnt at Columbia 
Falls. 

My question is. Governor, there are proposals for about a 10 per- 
cent wholesale rate increase to BPA. That's different than the pri- 
vatization and all that. It's just a plain tax increase, a rate increase 
to BPA: What would be the effect in Montana on employment aiid 
industry with that rate increase? 

Mr. ScHWiNDEN. Congressman, it is really hard to answer 
that.__I think the olbyibus answer is that in the Columbia Falls area, 
because the cost of power is the dominant cost in the operation of 
that planti^ the most jiramatic impact wbuld be on that facility^ If 
the increase is region wide, then it is going to be mitigated some- 
what by the _fact_ that bther aluminum industries in the regibn are 
going to have the same kind of impact. _ 

_But Jpiven J^he fact Jhat_tlie^ of aluminum is set in the^orld 
and not in this regional market, the overall impact on the region is 
going to be devptatin^^^ ^ 

In terms of the impact in other areas of our economy, it is really 
hard to tell. I siay that because we h 

5 years major structural changes in our total economy — the bank- 
ruptcy of the Milwaukee Railroad, the^closure of tlie entire_ Ana- 
conda operation in terms of both their mining and smelting and re- 
fining, what is clearly the Worst year in at least modern histbiy in 
agriculture. Trying to sort out what an additionsB impact would 
have in a situation that is already very serious is really tough for 
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^ do. I don't wah^^^ problems to the rate which it may 

not be the primary factor, but it would clearly be a primary fa'^tor 
in the 800-plus people who work at_ Columbia Falls. 

Mr. towRY. Would the plant be able to continue? 

Mr._ ScHWNpEN._ _We^ point we're hot absolutely 

certain that^the plant is going to be^ble-to continue anyway, be- 
cause of the yei^ I talked about. We have 
been working with the Bonneville Power Administration. Obvidus- 
lyi_ the leadership of the delegation in this whole area is tr3ang to 
get a structure of rates that allows that facility and its sisters here 
in the Northwest to continue. 

Mr. LoWRY. Thaiik you. 

The Chairman. The gentleman from Galifomia, Mr. Fazio. 
Mr. Fazio. Thank you, Mr. Chairman. 

Mr. Williams has been informing us over several years now 
about what has been happening to the oil-based Economy here. We 
had some evidence in the recent unexpected jump in the rate of un- 
employment, frdm^^6 percent up to 7.3 j)ercm^ the oil impact 
on the decline in production in Texas and California has contribut- 
ed greatly to tlieecbri cbricerris of a much broader cross-sec- 
tion of this country. 

You mention^^ possibUity qf looking to energy taxes, 

when you talked about \;diat^ we might look to as a solution to our 
defidtjproble^ We have been 

confronted with a whole variety of proposals — ^gas tax increases, 
brpad^ased energy import fees. I wondered if you would 

comment for the benefit of the committee as to what some of those 
various approaches might mean to Montana, whether they would 
be seeai as a positive or a negative for producers in this area, and 
what impact that would have on your State's budget, and pefliaps 
on the energy production in the whole region. 

Mr. SCHWINDEN. I think the presumption would be that if 
an import duty tax of some type were put dri j)er barrel— and let's 
just take a me^c figure of $10 a barrel— the obvious effect it would 
hsive would be some istinnilatidn to^^ prices injthe United Statos_ for 
domestic crudes and some turnaround in the economy of States 
which are highly dependent updn^d^^ get fipm_the_mdustry_m^^ 
signals in Montana as to whether or not in the long run that is 
gddjidr ndt. 

One of the things that increasingly worries us, with oil continue 
i^g to_^rdp^ is^the ^ss^^ of lpsinj:y _as_ w^ of 
thousands, if not hundreds of thousands,-of very low productive ca- 
pacitj^ stripper wells^^^ is a small and impor- 

tant part of^ our ove^^l production picture, some consideration 
ought to be given to keepi,hg those operations in place, 

i would hope — and I think most Governors would concur with 
me— that you shy away from the imposition of a tax oh fuels them- 
selves, because that, as I am sure you know, has been a tradjtidn^ 
way for States, through the user fee approach, to finance our hi^- 
way system. If you put on, as^has been suggested, a 21-cent-a-galldri 
tax, it makes it extremely difficult for even the most courageous 
member of the legislature and Governor to suggest that we add an- 
other 5 or 10 cents at the State level. That has been an area that 



refdly, until the interstate program, was considered the province of 
State revenue raising. I would hope that it remains essentially so. 
Mr. Fazio. Thank you. 

The Chairman. The gentleman from Michigan, Mr. Wolpe. 
Mr. Wolpe, Thank you, Mr. Chairman. 

Governor, I want to underscore ^ comment that you made in the 
early portion of your testimony, when you were noting, w^^ hap- 
pening with respect to the Federal budget and you noted that Fed- 
eral employment now is up some 5_^ercenti_notwthsta^^^ 
deficit crisis ^nd the- reports of budget cuts that have been occur- 
ring across the board in recent_ieara. J sjispect th is infor- 
mation that would come as a surprise to most Americans, but it is 
very accurate^ _ _ 

- It would come as a surprise because I think most Americans 
haye understood the program that has bejjh advanced over the past 
several years as one designed to reduce the size of the Federal Gov- 
ernment and designed^ as well, to reduce the amount of Federal 
spending and budget deficits. The reality has, as you suggest in 
your testimony, been just the reverse. The Federal Government 
today is many thousands of employees larger. Federal spending has 
increased, both in absolute amounts and as a percentege of gross 
national product. Of course, as the chart behind you illustrates, the 
Federal deficits are at an unprecedented high. 

I say all that because I think it's terribly important, if we're 
going to come to terms with the budget problem this year, that 
Americans Understand that the real issue is that the rhetoric. that 
is talked about in lowering the size of the Federal Goverjunent has 
really masked a different kind of agenda, v^hich is sjWfling pHor- 
ities. There have been massive cuts in everything from^ health care 
to job trainings education, all across, the bpardi_juid _eveiy_one 
those cuts has been offset by increases in the Pentagon and by in- 
creases in, of coursei the cost pLf interest (m the national debt. This 
year it is $1513 billion alone, just interest on the national debt. So I 
am glad ^ou_ made that point I think it's iffipprtant to underatand 
that, as we approach the problems of the deficit this year, the real 
issue is _pne_ of priorities. 

- In that regard, i would like to ask you one question, and that re- 
lates_tp^pur_unemplp3^^ the projected cut- 
backs on areas such as job training, vocational education and the 
like._Our_ latest information on State Uhemplpyment shows that in 
December the unemployment rate for Montana was 8.8 percent^ 
compared to T-^ Percent in Pecember 1984. Wliat are your latest 
numbers, what are your projections for unemplojrment, and what 
impact would those Unemployment rates have for your own treas- 
ury and for the problems you re trying to address here? _ _ 

Mr. ScMWiNDEN. One of the problems- that you have when 
you deal with the situation withiji a specific State, pur unemjploy- 
ment figures actually impr>^-' d slightly last month over the year's 
prior month, which probably was more a faptpr p mild 
winter and some construction 4:han any other single factor. 

Qne of the things that truly cpmpliMtes w^ Jiappening to 
PUr State— and ^think it is directly associated with the whole job 
retraining issue— is to understand the magnitude of what has hap- 
pened in our State in agriculture. 
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Last week I had our budget people puli out the Federal figures 
oji Alontan^^ the last 16 years. Our average farm 

income in this State, jsrhich is our No. 1 industry, was about $220- 
$225 million a year. The highest we ever achieved was just under 
$700 million in the good old days of 1972, Last year it dropped to 
$79 million, in_1984. We don't have the Federal figures yet. In 1984, 
1* dropped to J79 million, \Hn average 
of the 16 years,^ and about half of the lowest year, prior to that. So 
we're gpmg to have significant changes that are happening in the 
rural economy in this State, and we're not only going to have farm 
producers but we're going to have employees in local businesses 
that formerly served farm producers al^ Iddking for alternative or 
hew employment opportunities. Many of those people are not going 
te be^n the most hireable a^ situation because t 

average age of our producers in Montana just a little below 60 
years of age. Those are hot all people who are going to be leaving 
th^ farm. 

But if you combine that with the real problems that we've had in 
the mining industry, which are shar pf these interm^ 

tain States,^ the collapse of the copper industry and so forth, what's 
happenmg in tern^^ national prob- 

lem and job Tetraining or the reinsertion of people who have done 
everything right. 

The 500 or 600 people who were laid off in Pat Williams' home- 
town of Butte were not people ^o had done everything wrong; 
they^had dqh^ evei^lh^^^ World War 

S and they had gone to work, their average age waa in the late 
forties^ they_ were bu^ a home and sending their kids to college, 
and the international copper situation put them out into the job 
market ^ain. 

So one clear area of sensitivity in terms of what the Congress 
does or does not do is our ability to give an opportunity to people 
wjip iiaye had a history of j)rpdu employment that continued 
opportunity in-Some new avenue. - 

Mr. WoLPE^ Thank you very much. 

The Chairman. Governor, we want to thank you for your testi- 
mony. We certainly appreciate your being present and sharing 
"^th^sjydUr yijBW^^ the total written 

testimony which will become a part of the xecord. 

Mr^ ScHWNDEN. TTiank you very much. Enjoy: your stay. 
- The Chairman. -At this time the Chair x;all& to the witness table 
Ed Argehbright, the superintendent of public instruction and exec- 
utive officer for vocational education for the State of Montana. We 
welcome Mr. Aigenbright Again, we would ask that Mr. Argen- 
bright Aummarize his tes^^ in S minuteAip that we cah^ have 
time for questions. This will allow us to complete all of the wit- 
nesses with the committee being present during the entire time. 
Those witnesses who are waiting, we would urge you to go through 
your testimony so that you will be able to summarize it briefly in 5 
minutes. 

Welcome, Mr. Superintendent, to the hearing of the House 
Budget Committee. Please proceed. 
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STATEMENT OF ED ARGENBRIGHT, STATE SUPERINTENDENT, 
OFFIGE OF PUBLie INSTRUCTION, STATE OF MONTANA 

__Mr. Argenbrigh^ Thank you. Chairman Gray^^ 
the committee, i am honored to be here today representing Mon- 
tana's public school system. 

dair Montana school system — 551 districts, - eaclx locally con- 
trolled by an elected board of trustees — is kind of like a modern 
People's Express. It is a highly decentralized system to meet the 
needs of our sparsely populated State. I have a map here for those 
of iPu nM fam^^ "vv^th the distances. You know, it's e^^ to 
going from Chicago to Washington, BG, if you traverse ihe width of 
our State. So I can assure, you that ^ one-room 
schools still exist, there are computers in those rooms. 

Now, Montana students rank high in virtually all measures of 
test scores — ACT, SAT, th^a Armed Forces exam, the Secretaiy of 
Education's wall chart. The system is working for our unique 
needs. It is my JiBsponsibility to isee that future students have the 
same kinds of opportunities. _ 
.While we recp^ize and support the need for con trolling the defi- 
cit and balancing the budget at the Federal level, we are jiow 
facing serious i?roblems finahcihg pur schools here^ 
Montana, we rely on annual voted levies^purely property taxes — 
for an average of 36 p ':ent of our general fund budgets. 

We have another map that shows the Federal land which in total 
is about 37 percent of the area of the State. We have a high per- 
centage of this lahd_ whicji is not taxed for property tax purposes, 
and this increases the burden on homeowners and business people. 
_ Npw^ while my time is^ H three 
areas in particular which are of concenL to Montanans. 

The first is yocatipnfiJ_ educatip^^^^ country, bur_ State^ is 

facing an agricultural crisis, as ISoverjior Schwinden^has called to 
your attention. Last year we lost 9,000 jobs in the State of Mon- 
tana. Of course, vocational education programs have ihe ability 
and can retrain these American workers. This vocational education 
ariea will be a critical area if we are to make the necessary adjust- 
ments to the sociological and economic changes. 
__MpnMna has five postsecbhdaiy yo^ training 
centers, i understand that the vote was taken yesterday. But the 
prpppsal uiider Gr^^ f^ederal^ money fpr 

those vocational-technical centers. That would have meant a 20- 
perceht reduction in prbgrams in our five ppstsecpnda^^^ 
centers. Of course, 20- percent of 5 gives you 1. That would be the 
impact of losing the Federal dollars for vocational-technical center 
education. 

The specific categories and the complexity of the designated set- 
aside populations make the best use of the funding virtually impos- 
sible, in Montana we're talking about basic classroom instruction 
fpr ipb training. This should the fire priqrity^for y^^ 
cation funds to Montana. The chapter 2 block grant that was inbci- 
tuted several yeara agp under fpime^^ an 
excellent example of effective, flexible use of Federal funds to meet 
the needs of people at the State level. 
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Now, the second area that I would like to talk_abput_is chapter 1 
funding. And while this may not be a product of the Gramm- 
Rudman bill, the impact of a voucher system would be affected by 
the sparseness of our population. We've got 74 school districts that 
receive less than $10,000 MnuallyJ^ft^^^ in, 
you know, the flexibility to design programs would just not be 
there. It would not work in 

Impact aid is another area of concern. Great Falls' school system 
is an area affected b^ an air base^ virtually the only one remaining 
in Montana. But it is significantly srffected by impact aid funds. A 
year ago they closed several schools in Great FaUs_and__currently 
they are looking at additional reductions in teaching staff. So they 
are trying to make their system work and reductidno in this area 
would cause serious hardship. 

An even harder hit would be our Indian reservation schools.. The 
Uhique_need3 of these youngsters are dependent on current levels 
in impact aid for those reservation schools. The problem is that 
these schpgLs virtually have no alternative because of a lack of a 
property t^ base which is the cornerstone of funding bur public 
school system in Mon^^^ 

I hopa yo"'! will ^ve-serious thought to the consequences of the 
• G^ramm-I^udma^^ am veiy concerned about the sequestration 
process— jn these areas of vocational education, the voucher system 
and impact Md._ Qf iLQurse, education in terms of balancing the 
budget does have to take a look at taking its share, but when ^qu 
talk about ^0 percent cuts in vocational education, or 10 percent 
cuts, or elimination in the area of impact aid, then you're cutting 
prOCTams for youngsters. 

Thank you, Mr. Chairman, i would be happy to respond to ques- 
tions. 

[The prepared statement of Mr. Argenbright follows:] 

Prepared Statement of Ed Argenbright 

Mr: Chainsan, nseffibere of the cdrigressibhal Budget Committee, I am honored to 
be hereL today reprinting Mbhtai^a's public schc^^ 

Oar Montana school system^SSl districts, each locally cbritrblled by ah elected 
board _of truBtera— is like a modern People's Express. It is highly decentralized to 
meet the needs of our Bpai^ly populatea state: I can assure you that evieh though 

1 14_one^Dom_schoois stifl exist — there are cdmputere in the xil&srdbms. 

.Montana .students rank high in virtually all measures of t^t scores: ACT, SAT, 
Armed Porces Exam^ the Secretary's Wall Chart: The system is working for our 
unique needs. It is my responsibility to see that future students have the s^jrie op- 
portunities. 

__While_wejrec(jgnize_and support the need fbr controlling the deficit and balancing 
the_budget at_ the JFederal level, we are now facing serious problems financing our 
schools. In Montana we rely^n ^nual voted levies— purely property taxes — for an 
average_Df_36 j)ercent_of DuiLgenerai fund budgets. 

_ This_map .shows the Federal Jand which in total is about 37 percent of the area of 
our _State._ We have, a^high. percentage of land which is. not taxed for property tax 
purpc^es,^Bnd_ this, increases the i)urden _on. homeowners and business people: 

While my Jime isJimited+X wonld like to mention three areas in particular which 

are of concern tQ Mojitana_educators. _ 

The first is V'mtionaLfducation. Oiir_ cauntryLJ8JLcing an. agricultural crisis; we 
have loBt 9*00' jobs^ Vocatianal education programs. can_ retrain _ thrae American 
workers. This will be a critical area if we are to adjust to sociological and economic 
changes.. 

Montana's five vocational-technical centers.areiooking at a 20 percent reduction 
in budgets. Twenty percent of these five centers, eauals the elimination of one 
center, and this would be the impact of losing our Federal dollars for vocationEd- 
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teciiiical ceiiter educatioiL The .specific (^tegQnai_anithe comSexity of dedgnat^^ 
set-aside .popuJationa make the hest iise. of funding impQsdbIe^We_areial^^ 
basic_claa«room instruction for job training. _Thi& should beJJie Jirst jpriority: for_vo- 
cational education iiinds to Mon tana.. JThe chapteiL2_blcck_grant^jindeii former Sec- 
retary Bell^ haa^beeii air excellent jBxample_oLe£&<jtive,^iiexibleji8e_of^ 
_ _The secpnd_area of concern is ck^ter 1. funding._While_J;hia_ may not be a^roduct 
of the Gramm-Rudman^ bilk the impact of the_\«MicheiLS\^tem would be affected 
the spareeness of our population^ We have 7A schoola with l^s_ than $10,000 funding, 

and loss.of flexibility .would Teally.bejcriticsl to our .small schools. 

_ impact aid is another, area of concern. A_schooL system like Great Falls,, for exam- 
ple,_is affected jsignificantly by. impact aid. fands^ The Great JMls district has^^- 
ready _closed scheols,_and officials thejce are lDoking at further, reductions in te^chr 
ing staff. They are trying to make their system work, but any reduction would cause 

serious hardship. 

__ Even harder hit vrilL be our Indianj'eservation schools. The unique needaijf those 
youngsters are. dependent xrn eurrent .levels Jn impaiiA aid for Jiujse reservation 
schools^ The. problem.is ih^t these jschoolsJhave iio_altemative i»cause ofLa lack of. a 
property tax base which is the cornerstone of our public school funding system in 

Montana. 

: i hope yoji will .give Berious ♦^hjught to the consequences, of the.Granun-Rudman 
bill in these, areas— vocaiiojial education, .the veucher system, and impact aid. _We 
certainly expect ta take. our. share, of budgetLcuts;. but when ^ou. talk about IQ per- 
cent cuta in impacted .and 50 percent .cuts in vocational education, then you're cut- 
ting programs for youngsters. Thank you. 

ThiB Qh A TRMAN. Thank you very inuch, Mr. Supenh tenden t . 

tet me acknowledge the presence of quite a few young people 
who are constituent^^ school system are here with us. We are 

delighted to see them and welcome them as witnesses to these pro- 
ceedings. 

tet me ask a question. What would fiapp>en to the public schools 
of J^his State if the viDuchi^^ adopted? 
What would it mean to public education if it were adopted? 
_Mr. Argen^^bright.^ Well^ Mr. Chmm said before, 74 of the 

smaller districts would then be faced with the question of identify- 
ing thosiBstudente. lost in terms of pro- 
viding services for youngsters \5iio need them. 

If.tbe ypticher system ca haying diffi- 

culty in the initial stages of developing reading skills — perhaps the 
need is there for a 3"_i^ penod-- under the voucher Jlystem ydii 
would have to identify who got what and, you know, and then the 
(optibn of taking the lunited resow away from that public school 
would virtually destroy the remedistl education programs in the 
area of reading and math instruction. 

The Chairman. Thank you. Mr. Weber. 

Mr. Weber. Mr. Chaiilnan, I think in the interest of time I will 
defer to other members of the committee. 
The Chairman ^Mr. Williams. 

Mr. Williams. Thank you, and thank ybu,^ Mr. Weber. 

Mr. Argenbright, it is nice to see you again. A& you know, we 
share together with all Mohtanans a deep belief that we heed to 
continue here in this State as we have ^ in the past, excellence, in 
our public schools. Under your leaderaUp^ contiriued to do 

that. In your good testimony you answered two of the questions 1 
had, so let me, Mr. Chairman, and Mr. Superintendent, just make 
an observation. 

You said .something,^ Mr. __Argenbn^ that we liear time_and 
again in Washington and on the Budget Committee, and that is 
that every expenditure must take its share of cuts. Well, I don't 
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ayree with that, because I Hon^t believe thaL dollar that the 
Federal Government spends has the same cost-benefit effect. I don't 
believe that evexy dollar the B^deral Qpvf^^ ipendl is wasted^ 
or every dollar that the Federal Government spends is wisely used. 
I don't believe that a dollar spent oh a student loan is the same as 
a dollar sent tc ^melda Marcos- [Applause.] 

And so for my part on the Budget Committee, ! 
almost everywhere but I will not support cuts that damage Ameri- 
ca's^ schools. They'll have to make cuts somewhere else. 

The CHAiRidAN. Mr. Derrick. 

Mr^ Derrick. Mr,XJhairman, I'll defer my questions. 
The Chauu^an. Mi. Lowry^ 

Mn towwr. Thank you, Mr. Chairman, and thank you for ybiir 
excellent testimolny^ Mr. Argenbri^ 

Gn^ the Budget Committee, just in case you don't know, it was 
the Pat Williams amendmen' that prdtecfed education last yean 
As^we're looking at it this year^ it's the Williams amendment 
a^fidn^ specificallyjitte L yocatignal ed those programs 

that you addressed. He vras successful in that last year and I know 
be is wprkingjiard pnjt agi^n t hifl year, 

On the impact aid at Great E^lls, is that mostly A or B? 
__Mr. iUiGEaoM^ due fo the impact of the military 

inst^lation, would be primarily B's. The Indian reservations are 
primarily A's. 

Mr. LoWRY. Kiank you for pointing that x)ut. I should have 
thought of Jhat How educated in an 
Indian reservation^ that would be A in the State? 

Mr. Argenbw Lbelieve our 

Native American population is about 3 percent of the total; 3 per- 
cent of 154,000 would be the way l would have to analyze that. 

Mr. LbwRY. Maybe 5,006 students? 

Mr. Argenbright. Yes. 

Mr. LowRY. And that's A impact aid? 

Mr. ARaENBRIGHT. Yes. 

Mr. IjOWIRy. Thank you. Thank you, Mr. Chairman. 
The Chairman. Mr. Fejzio. 

Mr. Fazio. Thank you, Mr. Chairinan. I want to thank Mr. Ar- 
genbright for his testimony and simply say that I don't think ybti 
have anything to be guilty about in education. We've had an 18- 
percent cut in education funding in general over the last 5 years, 
and if it weren't for people like Pat Williams, that cut would have 
been far deeper- The President's proposal this year is for 25 per- 
cent, but under Mr. Williams' leadership I think you can say that 
that^is not goir j to happen. 

Education has been making its fair jshare toward the reduction of 
Federal deficits and I think it's about time that it not be asked to 
make, any mbre_. 

Thank you, Mr. Chairman. 

Hie Chairman. Mr. Wolpe. 

Mr. Wolpe. ^Thank you very much, Mr. Chairman. 
_ You knowi I_ can't th^ of a single topic that has more of a na- 
tional import than, that of education. As you ga around the~coun- 
try,^ every region _ has. _its_ own particular set of priorities. But if 
there is one thing that is clear, it is that the economic future of 
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this country is going to depend _upgri bur ability to restore Ameri- 
can competitiveness. When you think that the Japanese, for exam- 
ple, are producing 50 p more electrical engineers, with half 
the population than we in the tJnited States, we've got a prdbiem. 

I just want to emphasize^ as Mr. Fazio just did, and Pat Williams, 
as ^ our -resource on this issue oij the Budget QDmimttee,^ I don't 
think there is a single other area that is more important to invest 
in now if v/e're going to protect our econdmic future on a national 
basis for the future. I thank you for your efforts. 

Mr. Argenbrigot^^ 

Tne BHAiRMAN.-Mr. Superintendent, thank you for your testimcn 
and your candor with the committee. 1 think you have heard 
from Mr: Williams, who is a membiBr of Jhe Educatip and Labor 
Committee as well as on the Budget Committee ar d others, that we 
all feel very strongly about the Jjartner^^^^^ local. State, 

and the Federal level to ensure a well-educated yopulatioh in this 
country^ Tliat has be^^ of the geniuses of this Nation and I 

doubt veiy seriously if Congress is going to accept deep reductions 
in education. 

Thank you very much. 

Mr. Argenbright. Thank you. _ 

The CHAip^AN. TTie Chair now calls to the witness table three 
persons, who will be providing unique perspectives for us. Rrst, 
Daniel M. Ogdeh^ Jr., manager. Public Power Council, Vancouver, 
. WA; John Horsley, commissioner, Kitsap Cdurity, Port Orchard, 
WA; and then Tom Katsilometes, chairman. Bannock County, Po- 
catello, ID. 

We welcome you three gentlemen to the Hous6 Budget Commit- 
?6®_Jieanngs in Mph^ view, coming 

from nei^boring States, but all a part of this regidn. One of the 
things that we are concerned about is the relationship of Washing- 
ton, to regional issues. 

Following the format ihat we have laid out, we would like to 
start with Mr. Pgderi,^ M^^^ Hdrsley, and Mr. Katsilometes. Please 
summarize ^our testimony in 5 minutes or less. Your full state- 
ment will be entered iri^ 

Please proceed in the order that we called you td the table. Mr. 
Ogden, would you proceed. 



STATEMENT OF DANIEL M. OGDEN, JR., MANAGER, PUBLIC 
POWER COUNCIL, VANCOUVER, WA 

Mr. pGpEN, Mr. Chairman, I am the manager of the Public 
Power Council, which is headquartered in Vancouver^ WA. We rei>- 
resent the 115 consumer-owned electric utilities that are preference 
customer df the Bdiirie^ Power Admihistration. We serve 
people in Washington, Oregon, Idaho, ^nd western- Montana. The 
Continental Divide separates the State between the Western Power 
Administration area and ours. 

We had ah executive committee meeting yesterday in Portland, 
OR. I would like to read jydu a resolution which was adopted by the 
executive committee yesterday. 
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__**Rei?olved, thai the Public Power Gouncil vigorously opposes any 
sale, transfer, exchange, lease or other disposition of the Bonneville 
Power Administration." _ 

I'm sure you^ budget proposes ths 

privatization of the JBonnevxlle Power Administration and three 
other of the Federj^^ Marketing Administrations. 

The executive committee had a 2-mdnth study conducted by a 
special task force. To guide the task force the executive committee 
adopted several overall goals. We are opposed to any form of pri- 
vatization of the Federal Columbia Eiver Power System [FCRPS]. It 
must remain a public, instil It must remain intact, it must 

have no further increase in power costs, it must not be placed at 
Ruction to a highe&t biddei , and it must maintain preference for 
public bodies and cooperatives. Those are the principles on which 
we conducted our study. 

We did an economic impact study of what would happen at vari- 
ous prices at which the FSfiPS might be transferred, and we 
looked at yanqus iiis^^^^^ alternatives for such a transfer, het 

me^say that the piausible alternative, the prico of its present debt 
which yie admihistratiph has proposed, would require an increase 
in revenues^ of $521 million a year— that's very near to last year's 
proposal, what the so-called 0SSB repayment change would have 
been— and it would create a loss_in_ Federal and State revenues of 
nearly $250 million a year on the Jbasis of the assumptions we ran. 

We also r^^ the $22 billion replacement price level 

that the Bonneville Power Administration^ itself has estimated. 
I5hat wbu^^ cause a $2.7 billion increase in annual revenues re- 
quirements,^ a 218-percent increpe in rates, ahd^ of course, would 
create a serious depression in the Pacific Noi'thwest.^ 

Therefore, Mr. Chairnian, pur organization and public power 
generally throu^out the Northwest— and I can say public power 
throughout Nation— is opposed to this proposal of the 

President. Thank you. 

fTestimony resumes on p. 52.] 

[The prepared statement of Mr. Ogdea follows:] 
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STAtKMENT OF DR. DANIEL M. OGDLN, JR. 



Manager, Public rowet Council 



Helena, Montana 



March 1?, 1986 



kr . Chaiirman and members of the Committee, name 



is Daniel M- Ogden, Jr. I am manager; of the Public Power 
Council, an assocxati*n of 11^ •nunicipally-owned utilities, 
public utility districts, ana rural electric cooperatives 
which are priBference cuistomers of the Bbnrieville Power 
Administration (BPA). Our m^nibf.rs serve electric consumers 
in Washington, Oregon, Idaho, western Montana, and small 
segments of Wyoming, Utah, Nevada, and northern California. 

Representative Pat Williams (D. Montana) invited bur 
association to appear today to report to thi Budget Committee 
bur conclusions from a two-month study of the Administration's 
proposal to sell the BPA to private investors. 

The execatlve committee of the Public Power Council 
at its regular r.ibhthly meeting yesterday in Portland, Oregon, 
adopted the following resolution: 
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"Resolved> that the Public Power Coancil vigoroasly 
opposes any sale, ttahsfer, exchange # lease or other dispbsitibn 
of the Bonneville Power AdmlnistLatidn." 

The study which lec3 to this conclusion was conc3ucted 
by a special Task Force on Def eder alization of the BPA, 
vihich the executive? committee established by a resolution 
adopted at its meeting on January 9, 1986r in Seattle. 
The task force established five suL-'ommittees , four of which 
were assigned substantive study duties: Institutional Options, 
Financial Issues, Le^al Issues, and Technical and Operational 
Issues. The fifth subccnunittee , on Information, has the 
task of acquainting our member utilities, other associations, 
the cederal, state, and local gbverhmehts and the general 
public with bur findings and conclusions. 

The Subcomm'.ttei* on Institutional Options early developed 
a set of overall goals which were submitted by the task 
force to the executive committee at its February 13 meeting. 
These goals were adopted by the executive committee to guide 
the work of the task force and its subcommittees in their 
further studies. I append a copy of them to this statement 
as Exhibit 1. 
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The overall goals greatly harrowed the field of inquiry 
for they expreissly excluded frbrn further consideration several 
options which the Administration has advocated. I therefore 
wish to explain several of these goals briefly. 

First , the overal 1 goals reject any form of pr ivate 
ownership of the Federal Columbia River Power System (PCRPS). 
We are hot will ing even to discuss privatization of this 
major publ ic energy resource. As far as we are concerned , 
there is no comprom ise possible on the pr inciple of publ ic 
ownership of the Columbia River and of the multiple purpose 
projects which the federal government has constructed on 
it to serve the needs of the people of our region. 

Second, the FCRPS riUst be preserved intact. We will 
not consider piecemeal disposition of the FCRPS or of the 
Bonneville reg ional power grid or the inter r eg ional inter tie. 

Third, any transfer, intact, to a regional public agency 
must not further increase the cost of power. We have recently 
achieved a degree of rate stability after a period of "^ive 
years in which rates doubled and redoubled by nearly 600 
percent. The shock has left our region's industry severely 
crippled and economic recovery has been very difficult. 
The entire reg ion is united in its be lief that we cannot 
absorb additional rate shocks at this time. 
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Fourth, the FCRPS mast not be placed at auction to 
the highest bidder. Any transfer must be at a negotiated 
price which is seen as fair both to the people of the United 
States and to the people of the Pacific Northwest. 

Fifth, preference for public bodies and cooperatives 
in access to the power produced by the FCRPS must be preserved 
in any regional institution. 

These are only five of the 13 overall goals. 

In reporting our conclusions today, I have been asked 
to focus my attention on our findings about the cost to 
the region and the economic impacts upon the region of the 
Administration's proposal, rather than to describe the many 
institutional, legal, and technical and operational problems 
which we encountered with evesry alternative we explored. 

i think it is important to note, however, that bur 
task force and its subcommittees found analyzing the issue 
very difficult because the proponents of selling BPA have 
not agreed on the goal they seek, what they are willing 
to sell, nor upon the conditions of any sale. 
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The different goals we have heaird expressed to date 
are actually con trad ictory . Some advocates of the sale 
of BPA appear to be seeking a large sum of money with which 
to reduce the projected federal deficits in the next few 
years. Some advocates of sale want to "dismantle the State" 
and seem anx ious to divest the federal government of its 
assets at any price. Mr. Weaver, by contrast, wants to 
"bring Bonneville home" — that is, to place the FCRPS under 
a reg lonal publ ic institution and to end fur the r proposal s 
to increase rates by the Office of Management and Budget. 

We therefore were forced to examine several different 
possible goals and to assume certain sale conditions and 
alternative institutional patterns for a regional entity 
to replace BPA. The task force conducted as thorough a 
preliminary analysis of the sell BPA proposals as it could 
manage, given the time and resources available, the confusion 
among goals of the advocates of sale, the lack of a specific 
proposal , and the major uncertainties about whether power 
Or property might be offered for sale and under what conditions 

I therefore feel it is necessary to place in perspective 
the information I can provide. To do that, I need to offer 
a brief explanation of the process we followed to structure 
the issues so that we could ask meaningful questions of 
our technical , financial , and legal people. 
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Acting wi thin the overal 1 goal s suppl ied by the executive 
conwhittee, the Subcommittee on Institutional Options developed 
a decision tree which started with five possible patterns 
of agency organization, then branched to options of an elected 
or appointed leadership, then branched to options of a board 
or a single executive, then branched to total or partial 
acquisition of the FCRPS, and then branched to alternative 
patterns of generation and transmission facilities. They 
believed that the (3ecision tree embraced all practical possible 
combinations of structure short of a "mixed bag" arrangement 
in which part of the FCRPS would remain in federal ownership. 
(See Exhibit 2) . 

The Institutional Options Subcommittee then applied 
the decision tree to its institutional options assignment . 
It eliminated patterns which were inconsistent With the 
overall goals , reducing detailed analysis to three plausible 
patterns: ah interstate compact, such as Representative 
James Weaver has proposed in H.R. 3215, but with an appointed 
board which would acquire the entire FCRPS; a cooperative 
association composed of preference customers, or, alternatively, 
of all wholesal e customer s of BPA, with a board elected 
by the customer utilities which would acquire the entire 
FCPPS? and a federal corporation with a board appointed 
by the President which would retain the entire FCRPS. 




26 



The decision tree was made available to the other subcommittees 
to assist them in evaluating the legal, financial, and technical 
and operations problems- 

The Sobcommittee on Technical and Operations Issues 
identified special areas of concern such as the coordination 
agreement for management of the Columbia River and coordination 
with Canada and the Federal agencies responsible for multiple-use 
aspects of river management which would be encountered in 
any of the alternative institutional patterns. 

The Legal Subcommittee similarly foun(3 concerns with 
the Canadian treaty, existing multi-party operating contracts, 
specific statutory rights and obligations of other matters 
which would require dedicated ex tensive legal and financial 
resources to resolve. 



In summary, let me say thaz all of the subcommittees 
encountered problems of such severity in all three of the 
alternative patterns that it became apparent that the existing 
institutional arrangements, despite the continuing problems 
we have with them, are clearly super ior to any practical 
alternative we could devise. 
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Findirgs on the Ftnancial Aspects of the Proposed Sale 

The research of the Financial Issues Subcommittee, 
the findings of the task force, and the conclusions of the 
executive committee on the financial aspects of the proposal 
fall into two broad categories; the cost of financing any 
transfer of the FCRPS and the economic impact of such a 
transfer . 



Financial Issues Subcommittee contracted with Economic and 
Engineering Services, Inc., of Bellevue, Washington, to 
develop a financial and economic impact model which could 
be used to test the consequences of var ious assumptions 
about a sale of BPA. The model uses the existing BPA repayment 
system and rate structure as the base case. The contractor 
then was able to run scenarios of possible buyout patterns - 
Four Different scenarios were analyzed to determine the 
sensitivity on BPS revenue requirements and BPA rates of 
various buyout OptionL. Each scenario also reported the 
impact of each option on employment and federal, state, 
and local tax revenues and unemployment expenditures. 

For purposes of the study, we assumed that taxable 
bonds with 30-year maturity periods would carry an interest 
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rate of 10.2 percent and that tax-exempt bonds with 30-year 
matarity periods would carry an interest rate of 7.75 percent. 

The task force felt that it was unlikely that any Buyout 
proposal would authorize the acquiring entHy to issue tax 
exempt bonds. No local public body marketing power, as 
BPS does now^ to non-exempt entities, including rural electric 
cooperatives , direct service indastr ies ; and investor- owned 
utilities both inside and outside the region^ would qualify 
for tax exempt status under present rules. The changes 
proposed in H.R. 3838, the Tax Reform Act, are far more 
restrictive. We therefore doubted, given Treejury's 
lOhg-standing desire to eliminate tax-exempt financing 
altogether, that any relaxation of the existing limits is 
even remotely possible politically. 

The first scenario assumed a $4.5 billion purchase 
pricey an amount which represents the present value of the 
capital assets > invested at current interests rates for 
the payout period. The stream of revenue the federal government 
will receive under the existing repayment sysEerti coald be 
reproduced by the investment of that amount of capital at 
current interest rates for the same period of time. Of 
course^ if interest rates drop dramatically, as they have 
been doing recently, the amount of capital required will 
increase accordingly. In this scenario we also assumed 
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that tax-exempt bonc3s could be issued for a 40-year repayment 
period and that a levelized combin.ition of interest and 
principal payments would be made in debt retirement. 

The second scenario tested the $4.5 billion sale price 
against conditions which we found more plausible, taxable 
bonds with a 30-year repayment schedule and levelized debt 
service. 

The third scenario tested the $8.85 billion sale price, 
which represents the amount of unrepaid debt of the FCRPS 
which the Office of Management and Budget predicts will 
be on the books at the enc3 of Fiscal 1987. For this scenario 
we al so assumed taxable bond s with a 30-year repayment schedule 
and level i zed debt service . 

The fourth scenario tested a buyout price of $22 billion, 
BPA's estimate of replacement cost in its 1985 rate and 
repayment study. We again assumed taxable bonds with a 
30-year repayment schedule and levelized debt service. 

We did not attempt to run scehar ic^ for the proposal 
by the American Heritage Foundation that BPA should be priced 
at a replacement cost of $36 bill ion , as'^uming ntw hydroelectr tc 
construction would cost about $2 million per megawatt of 
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capacity today and that BPA markets slightly over 19,000 
megawatts of hydroelec ic capacity; 

Revenue arid rate adjustment impacts. Our arialyisis 
of these four scenar ios found that both of the $4.5 billion 
buyout scenarios would have only a negligible impact upon 
revenue requirements for the FCRPS and thus would require 
little or no change in rates. 



The $8.85 bill ibh pr ice leVel suggested in the President ' s 
budget would require an increase in BPA revenues of $521 
million a year, almost as much as the Administration's proposed 
changes in the repayment system last yc?ar . So large an 
increase would require an initial wholesale rate increase 
of 33 per cent. 

The $22 billion ''replacement" price level would increase 
BPA's annual revenue r equir r^ients by $2.7 billion, a 218 
percent increase i \ rates . The data for these scenarios 
is presented as Exhibit 3. 

Economic impact of the sale proposal . The economic 
impact of both of the $4.5 billion buyout proposals was 
negligible. Neither employment levels nor tax revenues 
would be greatly affected since the stream of revenues and 
the rates would remain at approximately present levels. 
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The current debt price of $8.8S> billion would cost 
an immediate loss of 15,000 jobs with an atte^-^dant loss 
of $78 rfiillion per year in state and local taxes arid iricreased 
uriemplbymerit payments anr a $172 million losa in federal 
tax revenues . 

The replacement cost price of $22 billion would bring 
economic disaster to the region. We estimate that the region 
would lose 98^000 jobs immediately. State and local governments 
would lose $490 million aririually in tax ri;veriues arid increased 
uriemployment costs while the federal government would lose 
$1 billion in revenues each year. Indeed, the income which 
the federal government could hope to e^rn frorti investing 
the $22 billion would barely exceed the loss in tax revenue 
which the federal^ states and local governmentr would suffer. 
The proposal, on its face, would be self-defeating. 

We received this analys is just yesterday from our 
contractor. At that time we asked for some additional runs 
to test some plausible al ter native s . We have had only 
a 1 imi ted opportunity to explore the findings and rami f icat ions . 
We will varit to examine the.n further and es:.iecially niay 
want to verify further some of the economic impact conclusions. 
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We also may wish to test other combinations. we will be 
happy to share with the Committee any farther findings and 
conclusions we reach. 

After examining the reports of the task force and its 
subcommittees, the executive committee found that the FCRPS 
cannot be acquired at the price which the Administration 
has proposed or at the "replacement cost" of the system 
without creating undue economic ais::ocation in the Pacific 
Northwest. They also found that acquisition at the $4.5 
billibri price offers littlo economic advantage either to 
the region or to the nation. They therefore concluded that 
the best and fail" est solut ion both for the nation and the 
region would appear to be simply to meet the existing repayment 
obligations oh the existing plan, as the Public Power Council 
has repeatedly pledged to do. They therefore adopted the 
resolution vigorously opposing any sale, transfer^ exchange, 
lease or other disposition of the Bonneville Power 
Administration. Accordingly^ we strongly urge the Congress 
to abandon any further consideration of the proposal. indeed, 
we would welcome an amehdmerit to the Appropriations Act 
forbidding the use of public funds from the FY 1987 Energy 
and Water Development Appropriations Act or any other Act 
of the Congress for the purpose of studying or promoting 
the sale, disposal, lease, transfer or other disposition 
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of the FCRPS, the BPA, the TVA, or the other power marketing 
administrations^ 

I will be glad to answer any questions the Committee 
may have to the best of my ability. 
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PDBtIC POWER COUNCIL 

Executive Comihittee 

Ove rall Gbais 
J^ll of ffhl^ch Hiist Be riSu An ~Ar>y~ Proposal 
To Pefederal^ze^ t h e Bonnev ille Power Adninistration 

Adopted _in Portland f Oregon 
February 13,1986 



1- Stabilize.repayment obligations at close to current 
revenue stream 

2. Maintain preference 

3. Estatlish greater influence over BPA (or alternative) 

4. No private industry ownership 

5. Avoid state government control; (state control leads 
to control by lOU's) 

6. Maintain_stable rates for BPA and Northwest utilities 

at reasonable levels 

7. Preserve coordinated sanageinent of Columbia River on 

a functional basis (flood control, navigation, fish 
and wildlife, irrigation, pdweT) 

8. Keep FCRP5 generation and transmission system intact 

9r Maintain the public benefits of a consumer-owned utility 
system 



10. Protect the regional economy 

11. Minimize OMB controls 

12. Minimize disruption and costs of institutional change, 

especially: 

a. Mihi.iiize contract changes 

b. Minimize litigation 

c. Minimize legislation 

13. If sale is contemplated: 

a. No piecemeal sale 

b. Avoid sale to highest bidder 
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PUBLIC POWER COUNCIL 
Task Force on Def ederalization of BPA 
Institutional Options Subcommittee 
Itiialyiii of Inititutlonaa Opt4onB 
Identification of Categories 

1. Institutional Patterns 

i. Interstate Compact • four Northwest States 
^» Cooperative - C_fc_T 

c. p^iv^te Corporation - majority of stock privately 

d. Federal Corporation - def ederal Ixatlon of debt, 

out of_DOE 

e. Statns_Ouo _ _ 

f. Joint Operstlng Agency probably both public 
snd investor-owned utilities 

2. Control Mechanisms 

Elected. Board 

b. Appointed Board _ 

O. Elected Single ftdiTiinistr&tor 
d. Appointed Single Administrator 

3. Type rtf Sale 

S. Single purchase - only one object tntity 

b. Multiple purchasers - two or more object entities 

4. Extent of Acquisition 

a. All object entity (s) parchBses entire PCRPS 

b. Part object entity (a) purchases part of FCRPS 

£• Generation Acquisition 

a, CI • ^7 1 physical assets p3us the putput_of net 

billed and cbntract_facilities iuch_a6_VPP55_f 2 . 

b. C2 -: J«i t .outputs _ including net billed and contract 

facilities. No acquisition of hydro plants^ 

6. Transmission Acquisition 

a. Tl * BPA Segibnal Grid« wheel insr rights, ind Intertie 
B. T2 " BPA Grid and wheeling tights (no intertie) 
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PUBLIC POWER COUNGIL 
EXECUTIVE COMMITTEE 

March 13, 1986 



Presented by: 

Def ederalizatibn Task Force 
Financial Management Subconunittee 
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Overview of Financial/Economic Models 

Mode i - BPA Revenue Requirement from 1989-2009 

o Resource _Planning_ 
Exchange costs 
Net-billed plants 
Resource Acquisition 
Other 

b Energy Conservation 

b System Planning & Construction 

o Operating Programs 
Operations 
Maintenance. _ 
Fish S Wildlife 
Regional Council 
Corp/Bareaa 

o Interest & Amortization 

Existing debt service 
Refinancing costs 
FQtare capitalized costs 
Investment service coverage 

o Nonfirm Revenue 

o Surplus Revenues 

o Balance from PF/IP Revenues 

b Adjustment tb Loads and Surplus 



d Final PF/IP Rate 



>}oae 2 - Ec bhbmic 4Empacts from igBg-'^O&g^ 



b 


Change 


in 


PF/IP 


o 


Change 


in 


Direct Manufacturing Jobs 


o 


Change 


in 


Indirect Jobs 


o 


Change 


in 


Regional Employment 


b 


Change 


in 


State and Local Taxes 


b 


Change 


in 


Regional Federal Taxes 
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MAJOR ASSUMPTIONS 

I. Inflation rates of 4.4% - 5.8%/year. 
Resoarce Assamptions 

21 Preservation of WNP 1 & 3. 

3. Current level of resource acgaisitions. 

4. Resource acquisition of 100 MWA/year after 2003 at 
40 raills/kWh (1985$) 

5. Energy cbhservatibh activities at current levels. 
System Fl a nn i ng and -€bns tr u c t i on 

6. System_planning and construction to continue at current 
and planned levels. 

Operating Programs 

7. Operating programs assumed to be maintained at current 
levels of activity. 

8. Fish and wildlife programs assumed to continue at current 
program activity. 

9. Regional council will continue at current funding levels. 

10. Bureau/Corp O&M escalated from current levels. 
Debt Service Assumptions 

II. Assumes that purchase of BPA and associated rollover 
of existing debt occurs at one time in 1989. 

12. Assumes a ld%_a<3c3er to bonding amount for financing, 
eng ineer ing , and reserve requirement fees . 

13. Assumed_tax_exempt bonds will be available in 1989 
at a rate ranging from 7-10%. 

14. Assumed taxable bonds will be available from i0-i4% 
in 1989. 

15. Additional financing subsequent to first issue on consistent 
basis . 
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16. Investment service coverage is e^ual- to 7.5% of capital 
additions for each year. No additional coverage required. 



17. Assumed nonfirm revenues from BPA var liable rate study 
lapprQximatelylS mills) . Market-based pricing for 
nonfirm and surplus firm. 

18. assumed surplus power _sold_based on load-resource balance. 
Rates from the BPA variable rate study. 



19. New resource revenues assumed to maintain constant, . 
for period in review (approximately $5 million/year). 

20. Firm capacity revenues assumed to increase at the rate 
of inflation . 

21 . Other revenues assumed to remain constant Over time. 



Load Data/Ra t e Assum pt iens 




22. Source_of PF_sales_prpiections was from BPA toad and 
Resources Documentation . 

23. Source of IP sales_projections_was_the_yariable rate 
study. Assumed sales under the standard rate. 

24. IP/PF linR assumed to be 102%, i.e., effective IP rate 
is 102% of PF rate. 

25. Assumed short-term elasticity adjustment of -.3 for 
PF_loads_and -.5 for IP loads. This incorporates some 
long-term elasticity impacts. 

Macroeconomic Analysis 

26. Multipliers and employment elasticities consistent 
with Bonneville Decision Analysis Model. 

27. Tax effect adders consistent With PNOCC and Batelle 
study. 



> u s R O' 
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Scenarios 4ievieMed 



Base Case - BPA business as Usual 

Scenario #1 - $4.5 billion, tax exempt financing foe 
40 years 

Scenario #2 - $4 • 5_billion , taxable financing for 30 
years 

Scenario #3 - Sb. 8 billion, taxable financing for 30 
years 

Scenario #4 - $22 billion, taxable financing for 30 
years 
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SCENARIO NUWft 
SCENARIO NME 
PURCHAS PRICE 
INTEREST RATE AND TERN 

PFJMER PRESENT EPA CIRGIMSTANCES 
(NONINAt PF) 

PF UNDER SCENARIO 
(NOftlNAt PF) 

PERCENT DIFFRENCE 

ADDlTIOfttt IT tNUI REBOll^flENT 
(NONINAL IN < rtlUIONS) 

ENPLOYiiNT Vm^ INCLUDING IWIf^CT EFFECT 

tOCAt ft STATE TAX CHAN^ 
(I 1,000 1985) 

REGIONAL FEDERAL TAX CHANGE 
(fi 1,000 1985) 



RESULTS SDMARY FOR 1989 
FIRST YEAR EFFECTS 



1 2 3 A 

UEAVER flOO. iEA9ER DNB LOi REPLACEf^T 

14.5 BILLIW $4.5 BILLION 18.8 BILLION $22 BILLION 

7.75Z - 40 YEARS 10.2Z - 30 YEARS 10.2Z - 30 YEARS 10.2Z - 30 YEARS 

23.34 23.34 23.34 23.34 

20.84 22.68 31.05 74.34 ^ 

-10.7Z -2.8Z 33.0Z 21d.5Z 

(184.5) (48.8) 52i.O 2,676.3 

5,259 1,376 (15,685) (98,333) 

26,297 6,879 (78,424.7) (491,664) 

57,854 15,133 (172,534.3) (1,081,661) 
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SUfVIARY UP REsar> 
FIRST FIVE YEARS 



1989 1990 1991 1992 1993 



SCEfMRIO: 

1. 4.5 BILLIOS « 7.75 - iO YEARS (HEAVER) 



PFWIOERPflESEMTBPACIReunSTAMCES 23;34 23.89 23.92 25.05 26,38 
(WMINAt PF) 

I* U»ER SCENARIO 20.« 21.79 21.85 23.10 2^.U 

PERttHT DIFFREHCE -10.72 -8.W -8.6Z -7.8Z -7.72 ^ 

AOOITIONAL REVENUE REQUIREIEMT 

iNMINAL IN % niLLlONS) (184.5) (200.5) (189.3) (19^.0) (193.3) 

EinCTItHT (:H««3E INaUOlNG I^^^ 5.259 4.577 4.601 4.155 4.116 

tOCAt I STATE TAX CHANGE 26.297 22.884 23.004 20.776 20,581 
(I i.OOO 1985) 

REGIONAL FEDERAL TAX CHANGE 57.854 50.345 50,608 45,708 45,279 
(I IrOOO 1985) 



mmi OF RESULTS 
FIRST FIVE YEARS 



ERIC 



SCEH«lIO: 

2. $^.5 BILLIOH e 10.22 - 30 YEARS, (WO. WEAVER) 



(>F UHDES PKSEHT BPA CIRCUMSTANCES 
(WJWNAtPF) 

PE UWER SCEMAUQ 
(NOriNAL PF) 

PERCEMT DIFFRfNCE 



AOOITIONAt REVEWE REPdIREflENT 
(NWIKAL IN i RILLIDNS) 

EHPLOriENT CHANGE INCLUOiNG INDIRECT EFFECT 

tOCAt ft STATE TAX CHANGE 
($ 1,000 1985) 



REGIONAL FEDERi^ TAX CHANGE 
<$ 1.000 1985) 
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1989 


1990 


1991 


1992 


1993 












23.34 


23.89 


23.92 


25.05 


26.38 


22.d 


23.35 


23.42 


24.57 


25.87 


-2.8Z 


-2.3Z 


-2.12 


-1.92 


-2.02 


(48.8) 


(50.3) 


(46.3) 


(47.1) 


(48.3) 


1.376 


1.179 


l.;24 


1.019 


1.041 


6.879 


5.894 


5.619 


5.095 


5.207 


15.133 


12.967 


12.361 


11.210 


11.456 



SUTAARY OF RE^TS 

FIRST FIVE yms 



1989 1990 1991 1992 1993 



SCENARIO! 

3. ie.85 BILLIW e 10.2Z - 30 YEARS (OAB) 



PF UNDER I^SENTBPACIRCWISTANCES 23.3^ 23,6'> 23.92 25.05 26-38 
(HOfllHAL PF) 

^Stl)*^' 31.05 30.79 30.6^ 31.40 32.71 

PERCEHt DIFFREHCE 33.0Z 28.9Z 28.12 25.3Z 24.0Z 
AMlIlim REVENUE REQOIREftEHT 

<HWIINAL IH $ KILLIDHS) 521.6 579.6 581.8 580.8 575.9 

EiitOyfiHT CHANGE IHaUOING INDIRECT EFFECT 05,685) (14,688) (14,522) (13,270) (12,629) 

""(M W^1985)*^ «78,424.7) (73,438.6) (72,611.5) (66,349.0) (63,146.1) 



•"^^Jft^J!!^ (172,534.3) (161,564.8) (159,745.3) (145,967.7) (138,921.4) 

(ft 1,000 1985) 
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SUflftHRy OF RESULTS 
FIRST nOE YEARS 



1989 1990 1991 1992 1993 



4. 122 BILLION e 16.2X - 30 YEARS (LOU REPLACE) 

PF IMOER PffiSEMT BPA CIRCUWSTAHCES 23.34 23.89 23.92 25.05 26.38 

(NOMINAL PF) 



PF UHDER SCEWWIO V^.'^S 86.31 85.81 m.96 80.38 

immi PF) 



PERCEMT DIFFREMCE 218.52 261.2Z 258.7Z 227.2Z 204.7Z 

ADDITIONAL REVENUE REWIRENENr 
(NOfim IN I NILLIONS) 2.676.3 3.651.9 ^,056.5 4,032.5 3,910.4 



ENPLdYNENT mi£ INCLUDING INDIRECT EFFECT (98,333) (114,865) (110,074) (94,869) (84,318) 



LOCAL I STATE TAX CHANGE (491,66^) (574>327) (550,368) (474,343) (421,590) 
(I UM 1985) 

FEDERAL TAX CHANGE (1,(»1,661) (1,263,520) (1*210,809) (1,043,555) (927,497) 
(I 1,000 1985) 
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NOMINAL PF RATE 



BT SCE}4ARtO 



X 

5i 
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FIRST YEAR - 1 989 

EMPLOYMENT CHANGE 

10 -1 
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FIRST YEAR 1989 



EMPtJOnrMEKT CHANGE 




-16 -J 1 r 



1 -WEAVER 2-M*WEAVER 3-OMB 

SCENARIO 
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The CflAiRMAN. Thahk you very much. 
Mr. Katsilometes. 

STATEMENT OF TOM KATSILOMETES, CHAIRMAN, BANNOCK 
COUNTY COxMMISSIONERS, POCATELLO, ID, ON BEHALF OF 
THE IDAHO ASSOCIATION OF COUNTIES AND THE ASSOCIA- 
TION OF CITIES OF THE STATE OF IDAHO 

Mr. Katsilometes. Thank you, Mr. Chairman. 

Chairman Gray, menibers of the House Budget Committee, I 
want to thank you for the opportunity to speak to you on the ef 
fects that the deficit reduction p)lan will have on local gbvernnient 
in the State of Idaho, specifically loss of revenue sharing. Part of 
that deficit reduction plan. I really appreciate your coming out to 
our neck of thti woods and hearing the firsthand effects of this 
plan. I think that it really shows a concern and a dedicated 
thoughtfulness that this committee has for local government and 
the deficit picture as a whole for pur country. 

I am here speaking for the Jdaho-Association of Counties and the 
Association of Idaho Cities of the State of Idaho. I also have writ- 
ten testimony that I have submitted to the committee from these 
drgahizations. 

I arn the chairman of the board of Bannock County commission- 
ers, Pbcatello, ID. I have been a commissibner for 3 ^ ears now. In 
each of the 44 counties in the State of Idaho, there are three 
county commissioners, just to give you an idea of the structure of 
county government. In total, we,^ the county commissioners are a 
fairly conservative group in the State of Idaho. We appreciate the 
fiscal problems that the Federal Government has in wrestling with 
and trying to control the deficit problem that, of course, affects all 
of our lives. 

Mr. Chairman, I will get right to the point, and the point is that 
the Idaho Association of Counties and the Association of Idaho 
Cities strongly supports the reenactment of the General Revenue 
Sharing Program. 

What are general revenue sharing dollars? Revenue sharing dol- 
lars are simply recycled income tax dollars that are generated in 
our local communitites. 

Annually, cities and counties in Idaho recei^^e over $19 million in 
general revenue sharing. What would the loss of this $19 million 
meail to Idaho cities and counties? It would mean the annual loss 
of $30 worth of services for every man, woman and child in the 
cities and counties. It would mean the loss of approximately 8 per- 
cent of the operating budgets for cities and counties. It would mean 
that if Idaho cities and counties had the ability to make up this 
shortfall through property tax increases, property taxes would 
have to bji incres^^ 

In Idaho, the vast majority of general revenue sharing dollars 
are committed to the operating budget. These dollars are instrii- 
mentai in supporting the cities and counties' basic services: Police 
Prbtection, fire prbte^^ street maintenai^^ welfare. 
Even with today's Federal revenue sharing dollars in their budgets, 
rnany _Qf_ our cities and counties are severely strapped financially 
and have difficulty in providing these basic city and county serv- 
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ices. The immediate withdrawal of these very significant doHars 
will undoubtedly mean a sharp reduction iri basic services for 
Idaho citizens. 

Idaho cities and counties are^ ranked by the U.S. Advisory Com- 
missipn oh Intergovernmental Relations as being dead last in locS 
discretionary authority, most of that ranking due to our inability 
to raise revenues, at the local leveL Our State legislature won t 
even let our constituency vote on local option "identity problem." 
Idaho also labors under a 1 percent property tax initiative, the so- 
called son of ealifornia's proposition 13: The replacement of lost 

dollars is clearly an impossibility of local 
government in Idaho. 

At a minimum^^e^^ be phased out 
over a period of several years, ideally, the program should be con- 
tinued in its current form on an ongoing basis. 

We in Idaho view general revenue sharing aa the most jefficient 
and effective program tha^^ and the administration 

has ever offered to cities and counties, its basically "no strings at- 
tached" approach to F'ederal assistance ha^^ proven to be ^t^^^ most 
efficient, effective means to continue the city-county-Federal part- 
nership. 

Let me give you an example that is t5rpical of the efficiency ratio 
of how we are^using the revenue sharirig dollars in city and county 
government. The city of Pocatello and Bannock County each fund 
th& Meals- on -Wheels Program in our county with $25,000 each, 
making a $50,000 contribution to the program s f»xistence. This pro- 
gram feeds 40 elderly people in their home& once a day and each 
meal is. a hutntic^^^ these individuals would otherwise 

not receive. Nearly all of these individuals would be considered in- 
digent and wt^ the Meals on Wheels Program that is being 
paid for with revenue sharing dollara, the likelihood that these in- 
dividuals would end up_on_the_ indigent rolls and be indigent nurs- 
ing home patients is extremely high, in Bannock eounty^ our daily 
rate for indigent riursihg hbme patients is $40 a day^lTiat trans- 
lates out to from $12,000 to $15,000 per year per person, if all 40 of 
these individuals were msUtiy;ionalized_in njirsing_homes_ becau^ 
the Meals on Wheels Program had been eliminated, it would cost 
our county ta^yJMei^ alSo^U Additiprial pri3)erty_te 

and that is if there were no catastrophic medical bills incurred. 

So what I am saying is the efficiency ratio is the $50,000 that the 
city and county is now paying presently from revenue sharing dol- 
lars to fund the Meals on Wheels Pro^aiii as compared to a possi- 
ble $500,^000 we would have to levy property taxes for to pay the 
nursing home bills. That is a 1ft to 1 efficiency ratio and a pretty 
typical example of how efficiently we are using the revenue shar- 
ing dollars that the local governments have received from the Fed- 
eral Government to keep from taxing our property taxpayers addi- 
tionally^ in Bannock County. - 

The General Revenue Sharing Program has not contributed $1 to 
the increase in the current F'ederal deficit. On the other hand, the 
cost of complying with Federal mandates^ have made it more dUB- 
cult for cities and counties to balance their budgets In Idaho. If 
Federal revenue sharing were to be eliminatejd, we would hope that 
most, if not all, of the costly F'ederal mandates that so complicate 
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bur ability to deliver basic services to our citizens would be simul- 
taneously repealed. 

In closing, I want to emphasize as stron^y as I can that the Rev- 
enue Sharing Program is the most efficiently operated program on 
the county-city-Federal level and the most equitably distributed 
program that the Federal Government is probably preset 
vol ved with. The elimination of the Revenue Sharing Program 
would be catastropohic to local govemmerit inarms of the loss of 
infrastructure, liabilities in our jail facilities, major indigent prop- 
erty increases, and inariy other negativ^^ pn^ur con- 
stituencies that will be felt first hand by every man, woman and 
child that we local officials are to be providing services to. Through 
the elimination of this program, we would be tal-ing a giant step 
backward in local government iii trying to provide the services that 
we are trying to provide ^and it wiU be an absolute devastation to 
local goveriimeht if the Revenue Sharing Program is not cdritin- 
ued. We realize that the deficit must be addri^sed, and also realize 
that funding of this important program has not been increased 
over the last several years, even though other Federal programs 
have seen^ significant increases. However, we cariridt attempt to bal- 
ance the Federal Government's deficit problem on the backs of our 
local propertj'^ taxpayera. TTie^ ReyeriUe Shar- 
ing Program is not continued, property taxes will have to be in- 
creased. A vote to eliminate the Revenue Sharing Prdgrlslnl is a 
vote to raise property taxes. Dur fiscail welfare and the fiscad wel- 
fare of our constituency arid your cdristitUericy is truly in your 
hands. 

Thank you very rilUch, Mr. C i^ej^^bers o^^ 

Budget Committee. I appreciate your time and willingness to come 
^ut to our part of the count given you a little 

insight as to how the deficit reduction plan will affect county gov- 
ernment in the State of Idaho. I will try to answer any questions 
that you have. 

[The prepared statement of Mr. Katsilometes follows:] 



Chmririan William H. Gray the_Mpuse Budget Coir mH I 
certainly feel it an iibrior c6 be able to be here and present bur testimony' today. I 
want to thank you for the opportunity to speak to you today on the effect'j that the 
deficit reduction plan will have on la:al wjverhment in the State of Idalio. I really 
appreciate your coming out to our neck of the woods and hearing bur first-hand eP 
fects of this plan. I think that it really shows a cbriceni and dedicated thcughtful^ 
ness that this cbihmittee has for local gbverhmeht and the deficit picture as a whble 
for bur country. - _ - - 

- I ain-here speaking for the^ Idaho Associatibn of Counties and the Assbeiatibn of 
Idaho Cities of the State of Idaho. I al&o have written testimony that I will be sub- 
mitting to the committee from these organizations. I azh the cHairmah bf the Board 
of Baiinbck County Cbminissibners. I^iave been a comihissibher for S^years nbw. In 
each of the 44 counties in the State of Idahbr there are three cotiiit> 'Commissioners, 
just to give ybii ah ideia bf the structure bf cbuhty gbverhmeht. Ih tot^, we, the 
cbiihty cbmmissibners are a fairly ^bhserviation group in the State of Idaho. We ap^ 
preciate the fiscal problems thiat the federal gbvemmeht has in wrestling vnth and 
trying to cdhtrbl th^ deficit prublerii that, bf cbiirse, affectis all bf our lives. 

Mr. Chairmiah, 1 will get right to the point, and the point is that the Idahb Asso- 
ciatibn ^f Counties and the Ass^^ciiatibnr bf Idahb Cities strongly supports the reinact- 
meht bf the General Rev^hu. Sharihg Prbgrsah. 

Annually, cities ahd xxiuhties 4n Idaho receive over $16 millibh in general revenue 
sharing. What would the loss bf this $16 million mean to Idaho cities and counties? 
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JfJ would mefi^ th^ of $30 worth of services tor every rnah, wamari o ^ 
child in pur cities and cou^ 

B wquld mean the loss of approximately 8 percent of the operating budge* ^- 
cities Md cpunties._ _ 

R would mean that ifL Idaho cities ^d counties had the ability to make up u. s 
shortfall through j)roperty tax increases, property taxes would have to be ir creased 
by about 15 percent. 

In Idaho the vast mfioority Df- the general revenue sharing dbllani are comLi : t v^g 
to the Pirating jbu^^^^ ... ^^^^ citi*l ' iid 

countiM basic servicesLpolice^ p^^ fire protection; street maintenance, h ^alth 

and welfare. Even with t^^ sharing dollars in their budgets, 

many of pur citi^ fimd„c^ financially arid have difficulty 

prpyiding these basic_city_and_couiity service: I^e immediate withdrawal of these 
very significant dollars will undoubtedly mean a sharp reduction in basic services 
for Idahp citizens, 

Idahp cities and _counti(^ Tanked by the U:S. Advisory Commission oh Inter- 
goyenimental_Relatioj)S_as^beiDg dead last in local discretionary authority, most of 
that ranking due to our_ inability to raise revenues at the lo^ level. Idaho labors 
under a pne percent-ja^pertvlax initiative, the soiled son of California's Proposi- 
tion 13. The replacement of lost Federal revenue sharing dollars is clearly an impos- 
sibility. 

At_ a minimum,_general revenue sharing should be phased but over a period of 
several years. Ideally, the program should be continued in its current form bh an 
ongpingjbesis^ 

_We» in Idaho,. Aiew generaL revenue sharing as the most efficient and effective 
prpgram that _the_Congr(^ jand Ihe administration has ever offered to cities and 
CQun ties. Its basi^ly _**no-fitringB-attached" approach to Federal assistance has 
prpven_to be the most efficient, effective means to continue the cityncbuhty^Federal 

partnership.. 

Let me give^on jm example that is typical of the efficiency ratio of how we are 
usin^ the revenue sharing dollars in city and county goVerrimerit. The city of Pbca- 
tellp and Bannock Coun^ each fund the Meals on Wheels Program in our county 
wth $25*000, making a |5D,000 contribution to the program's existence. This pro- 
gram, ieeds.j4.0_ elderly people in their homra two times a day and eac4i meal is a 
nutritious, jneal -that l^ese individaals would otherwise riot rieceive. Nearly all of 
thjeseiindiyiduals would J>e considered "indigent" arid without the Meals^bh Wheels 
i^ogranx^that Ja being paid for with revenue sharirig dollars, the likelihood that 
these.mdividuals would end up on the indigent rolls arid be indigent nursing hbm(i 
patients is extremely high. In Bannock County, bUr daily rate for iridigent nursi:ig 
home patients is $40 per day: That translated out to tom $12,000 to $15,000 a year 
per person. If all 40 .of these individuals were iristittitibhalized in a nursing home, 
b€cause.JJie_Meals_on_ Wheels Program had been eaimiriated, it would cc^t our 
county taxpayera about ^500,000 in additional property taxes— iarid that is if^;here 
were no catastrophic medicaLbiik incaired: So what I arii saying is that the efficien- 
cy ratio is the. $.5^0,OOJ)_ that the city and county is paying presently frbm revenue 
sharing dollars to. fundi the Meals on Wheels Program as cbriipared a possible 
$500,000 \ye would.Jhave toJevy property tax^ for to pay the riiirisir g bbriie bills. 
That IS a lQ to_ l effi[ciency_ratio and a . pretty typical example of how efficiently we 
ftre usmg the revenue, sharing dollars that the local governments receive frbrii the 
Federal Govemment to keep from taxing our property taxpayers additibnally in 

Bannock County. 

The general revenue sharing program. iiaa. not contributed one dollar to the in- 
crease in the current Federal the other iiand; the costs of complying with 
Federal mandates have n^^^ and counties to balance 
their budgets in Idahp. If Federal revenue sharingiwere. to be elinsinated; we wbtild 
nope that mpst» if not alh of the cosiJy Federal mandates that so complicate bur 
ability to del iyer basic seryices to our citizena would iie simultaneously repealed. 

In closing, I want to eniphasize a^ can; the revenue sharirig 

pr^am is the most efficiently operated program on tfae.county-city-Federal leVel 
and the^pst equitably distributed pr^ Government is prbb- 

ably pr^ntly involved with. The__eLimination_J5f the revenue sharing program 
would^ catastrophic to local government in. terms of J±ie loss of infrastructure, li- 
abilities in our jail faciHti€s,magp increases and tnariy other 
negative impacts on pur cpnstituencies that vrill be.felt^firat hand by every mari, 
woman, and child that we local officials are to be providingLservices to: Tliroagh the 
elimination of this program, we woul.d be taking a. giant step i>ackwardB in local gov^ 
em men t in trying to provide the services that we are trying to provide and it will 
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be_aji .absolute . devastation ta local goyenijnent_if jhe. revejiue sharing, prpgranL is 
not continued. We need the Federal Rejrejiue.Sharing Pro^a^mJto conUnue, in Idaho, 
We realize that the deficit must be addressed jand also realize the funding _of_ this 
important program has not been increased over the last several years, even^ though 
other Federal programs have seen significant increases. Idaho cities and counties 
have shouldered the burden of the deficit. We cannot afford to let the sacrifices of 
the recent years go unrecognized: However, we cannot attempt to balance the Feder- 
al Government's deficit problem on the backs of our local property taxpayers. Hie 
final analysis is, if the revenue sharing program is not cbntinued,^ property ^taxes 
will have to be increased. Our fiscal welfare ihd the fiscal welfare of diir constituent 
cy-ahd your constituency is truly in y^^^ _______ 

Thank you very much Mr Ghairrnan, members of the House Budget Committee. I 
appreciate j^our time and willingness to come out to bur part of the country and 
hope I have given you a little insight as to how the deficit reduction plan will affect 
county government in the State of Idaho. I will try to answer any questions that you 
have. 

—Mr. Williams [presiding]: Thank you very much. Gommissioner 
Hdrsley. 

STATEMENT OF JOHN HORSLEY, COMMISSIONER, KITSAP 
COUNTY, WA, AND FIRST VICE PRESIDENT, NATIONAL ASSO- 
CIATION OF COUNTIES 

Mr. HoRSLEY. Thanlcyou-very much, Mr: Chairman. 
: My name is John Horaley and I'm a county commissipner in 
Kitsap County, WA, which is just west of Seattle, s^ut there in the 
middle of Puget Sound. This July 1 will be elected as president of 
^he National AssoHC^^ Counties and I will have the privilege 
of representing countios all over the State of Montana and each of 
the other St^tp tl at you^m^^ the conmlittee rep^ 

When Jon Weintraub of your staff called me, Lwas a little liesi- 
taht to come out here, all the way back here to Helena,^ but 
Lowry got on the phone and convinced me that he could deliver 
seven sure votes on reenactment of revenue sharing, so I decided to 
come back. 

Mr. Williams, my father was born and raised here in Montana 
and went to college here in Helena. He tells me that very near the 
site that this hearing is being held today was called Last Chance 
Gulch, I think that's a yei^^ site for you to bring your 

committee to today. [Lau^ter.] _ _ _ 

Mr. Chairman^ as you are aware^ pyer^ 
go vemment^crosa America has consistently supported measures to 
reduce the Federal deficit. As you are also aware, oyer thjs 
years, programs^ to aid State and local government have been cut 
23 percent. We have stepped up to the line and we have done pur 
part to balance the budget. To our dismay, and to the dismay of the 
citizens we represent, it's a drop in the bucket that has been far 
more than offset by the increase in defense spending and J:he 
Kemp-Roth tax cutback in 1981. So here we are stuck again. The 
President and "Guess what, folks? You're 

going to take it in the shorts again." 

_ Ypu know, Jt's iLPPhtic^^^ so let's talk £dlitics^ we're 

tired of seeing iaappen back there in Washington— I was back there 
last week and Senator Wendell Foxd Jiescribed WashinJ^^ 
72 acres surrounded by j-eality. I'm glad you could come out here 
and hear our testimony from the West today. 
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What has .been Jading on back there is a political shell game. And 
the neone of that game is- "shift the shaft." You kiidw, you can 
learn a ldt_fr(mi soh^ titles. Aretha Franklin has a song out, 
"Who's Zoomjng Whoj' And there's an^old country and western fa- 
vorite we're all^ware of back here^^ "She got the gold mine, I got 
the shaft." [Laughter.] Weii,^ that's what has been going on. 

There are those back _in_Washihgto^^^ want to take credit for 
cutting taxes and now want to take credit for reducing the deficit, 
but they w£mt us to ta^^ us to take the 

blame for cutting services to our citizens and raising taxes locally. 
Well, I ^ don't think those Wnds of g work^ I don't think 

those kind of games are something our citizens can tolerate and it's 
time for some straight talk and some fiscal honesty. _____ 

So the message I would like to suggest to the committee today is 
that if Members of Conj?r ess feel there are truly Federal prbgraihs 
that America ho longer heeds, that your citizens cm do without, 
then_vote against them. Cut them. Eliminate them. And then you 
cohie hjprhe and tell the citizens, who previously used those pro- 
grams and depended on them, that you didn't think they needed 
them any more and you're ^oing to stand up for your vote. But 
^at we would hate to see is for- you to cut those programs in the 
exjjectatiph that_3rou ca^ on us down at the State and 

local level. And whether the issue is senior citizens or educiatioii or 
trarispqrtatipnj_ or can't get there from here if 

you dump additional burdens our way. _ _ 

, As I mentiohed in my already taken $80 bil- 

lion in cuts in Federal programs, and to ask us now to pick up the 
slack is riot in the car^ 

I'm a witness here from Washington State so let me talk for a 
second about the situation iri Washington. Mr. Ldwiy, I think you 
would like to tune in on this. _ _ _ 

Our estimate of the cbmbiried_ iriip^t of ^ 
1987 cutbacks, and the eJimination of general revenue sharing in 
the State of Wphirigtori, wo^ cpst^us about |250_rni_llip_iLin reduc- 
tion iri services. The choice is either raise taxes to pick up. the 
slack, or to cut sei^ces. I suspect— aridj Mr. I^wryj^o^^ lend 
your own judgmcTit oji this — we're not in a position to pick up that 
slack. Because what has happened is the riidst cbriservative legisla- 
ture in Washington State's history raised our taxes in the 1982-83 
period $1,1 billion . They also cut services $464 riliUiqri because back 
in the doldruriis of the most recent recession Washington was hurt- 
ing. 

_Nowj we have come back, but the residue of that tax raising has 
used up the political capital tiiat's there for State legislators to 
raise_ taxes, ahx further. Arid the taxes that we raised at the city 
and county level-back in that same timeframe have used Up bur 
PoHtical, capital. _W back to the taxpayers and hit them 
again. So if those cutbacks do, indeed, come, they will be passed bri 
to pur citizens in the fom 

There is one other reason that I think is illustrative as to why it 
is ctfficult fpr us_to pick upJtae slack^^ it is our economy is not all 
the greatest, i went through the unemployment statistics — arid 
they're attached to the testimpriy I proy^ you. In our State, out 
of 39 counties, 30 counties have unemrio^raient rates of over 10 per- 
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cent; 12 of our counties have unempioyments in excess of 15 per- 
cent, and 4 of our counties have uhemployment rates in excess of 
20 percent. 

Dur tfanber economy is flat on its back. Aj^iculture is burtinfe 
arid our respiirc_e^)ased economy throughout the Northwsst4:annot 
pick itself up by its own bootstraps easily and very soon. That is 
the reason America has consistently said a stake in Mon- 
tana from Washington. Massachusetts has a stake in the comeback 
of the West When they suffer 12-percerit tihemjilcS^nerit bac^ 
Mfjsachiisetts, the jecret to their reresuscitation was Federal as- 
sistance to get them on their feet again. Now that Massachusetts 
has unemployment rates lindef 4 percent, I think they have a 
stake in helping us. Iliat's what PMeral programs were designed 
to do and I think those that wpUld^ programs or elimi- 
nate them don't have the big picture. J^ot only do we face a major 
BeRcit in Federal spending, we're looking at this massive trade def- 
icit. 

fcet me wind up my testimony^ Mr. Chairman, with one other 
ple^. You all want to get reelected t^ up for reelec- 

tion and Fve gat a couple more yeara to go. But we'll help you get 
through this difficult process. We'll lbok th^ 

tqjslay some games andj-edefine the extent of the problem. But 
don't just look at the 1987 situation and try to get back. The Ipng: 
term S^yMxco^ is what I describe as sliding 

slowly down the razor blade of life. 

If we allow ourselves to acc^^ are in the 

process of eliminating domestic programs in the Nation— and that's 
what the premise of Graram-Rudman fe that we going to cut 
about $100 million out of domestic programs, pnd there's only 
about 3106 biHion there— I question whether America will M the 
same, have_the same guaiity^df life 5 years from now. So work with 
us. Work with Governor Schwinden and his colleagues, work with 
counties, work with cities, to make a sorting out of the 

There are many thin^ we can do. more efficiently at the county 
level than you can at the Federal level. If there is a__sortirig put 
process that can more rationally deliver services to America, let's 
take a look. __ _ -- 

Finally, I agree_total_l^ with Mr. Katsilometes. Now, more than 
ever, we can't afford to lose general revenue sharing. If you're 
going to cut many of our categorical jirpjyams— as I'n^^ 
gding to have to— now more than ever we need the flexibility, the 
cushion of general reve^iiie sharing, to absorb the transition in 
rnaidng those c^^ 

Thank you very much. 

[Testimony resumes on p, 68.] 

[The prepared statement of Mr. Horsley, with attachments, fol- 
lows:] 
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Prepared Statement of John Horslev 



Chairman Gray and distinguished members of the Committee, I w?int to 
thah)c you for the opportunity to testify before you today as a 
witness from Washington state. My naine is JoKfi Horsley. I am a 
County Commissioner from Kitsap County a community of 170,000 just 
west of Seattle and home of the Trident Submarine Base. I am also 
1st Vice President of the National Association of Counties. 

When I was in the capital last week^ I heard Washington, D.C. 
described as 72 acres surrounded by reality. Thank you for coming 
West to visit us out here in the real world. 



My father was born and raised in Montana and attended College 
here in Helena. He tells me that this hearing is being htld in 
what was once known as "Last Chance Gulch". That strikes me as a 
very appropriate site for vhat we are here to diacuss. 

Mr. Chairman, as yoa are aware ^ over this last five years federal 
aid to state and local governments has been cut by 23%, a total in 
excess of $80 billion. We have ione our share to help reduce 
the federal deficit, bnf ortufiately , as you are more aware than 
evefi we, the deficits created by the Kemp-Rath tax cut arid iricreased 
defense spending have more than off -set what was gained through the 
sacrifice of domestic programs. 
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Now we are being asked to aee our programs slashed still further. 

What is going on here is a poiiticai shell game, and the name of 
the game is "shift the shaft". Many at the fedi?ral level want 
t:b take credit lot Both cutting taxes and reducing the deficit 
and see us at the local level t2ike the blame for either cutting 
services or raising taxes at home. I don't think our people can 
afford to see us play games right now. I think what they need is 
straight *:alk and fiscal honesty. 

As I und<?rstand it, one of the questions you want us to address 
is whether we in Washington Sta^e are in a position to pick up the 
burden which additional domestic cutbacks w6ul$ shift our way. 
$250 miHion is our estimate of the dollar loss we would face from 
FY' 87 Grantm-Rudman cutbacks and the elimination of Revenue Sharing. 

The answer is no- And the reason for that "ho" is that we have 
already used up moist of the political capital available to us 
to raise tauces. Have no doubt, out here the tax revolt is alive 
and well. Despite that, since 1981, the State has increased taxes 
by $1.1 billion to help balance a biennial budget of approximately 
$10 billion. Spending cutbacks c6 the tune of $464 million w<»rp 
made in the same period. 



Tax rates were increased in part to make up for revenue lost due 

to a slumping economy, in part to pick up a cut -back of $200 million 

in federal aid, and in part to respond to a court mandate to fully 
fund basic education. 
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bur sales tax was increased 5 0% to between 7% and 8% deptn-^.ing on 
local option. 

Our gas tax was increased 30% from 12« to 180 per gallon. 
A 7% pur charge was placed on most major taxes- 

And our taxes on liquor and cigare^t:es are some Of the highest in 
the country. 

A fiihdihg crisis at the local level has forced counties and 
cities to raise taxes as well. Our problents arose for two basic 
reasons. Firsts a 106% lid on property taxes imposed in 1373 
(five years before California's Proposition 13) kept our revenues 
from keeping pace with inflation. And second, the 1981^83 recession 
hurt oiir revenues jiist as it did the iatate's. 

From 1980 through 1982, our 39 counties reduced county employment 
from roughly 15,000 to 12,500, a reduction of 17%. Basic service's 
were reduced- Federal revenues fell from $120 million in 1980 
to $90 million in 1982. 

The resulting crisis led the Legislature to grant counties an 
additional .5% sales tax and a .25% tax on real estate sales. 
Similar options were given the State's cities. Neither counties 
nor cities have the options to increase their property taxes. 
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In niy own county, in the 1980 to 1983 peri6<3 we were forced to 
cut back our employment By 92 pbsitibrs from a total of 600. 
Since I was first elected in 1976, Kitsap County has grown by 
50 > bod residents. We are the* fiistest growning county in the 
State. Yet we have fewer employees today than when I took office i 
Our taxes are at the rnaxinium rates allowable. In terws of revenues 
per capita. We rank Sead last. We take in S201 per capita compared 
to the State average of $582. If we lose General Revenue Sharing 
We expect to cut approximate'ly 40 employees and eliminate our 
contributions to five social service agencies: Rape Relief, our ALIVE 
Battered Women's Shelter, Mental Health, Senior Citizc?n*s Program, 
and Tourism Bureau. 

With the revenues available to us today. We can't satisfactorily 
meet our obligations to provide basic siervices now let alone take 
on additional responsibilities. And we are a County wil-h a thriving 



Many of our counties whose ecbriornics are b-ised on the depressed 
tiriber industry or depressed agriculture industry are not as 
fortunate . 



economy. 



in Whitman Cour.ty, the home of Washington ^ University, 12% Of 

its general fund budget eoities from Revenue Sharing. This is 



proposed for elimination. 
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The unemployment rate in Skamania County is over 30%. Of its total 
revenues, 50% comes from federal forest receipts. The President's 
budget proposed to cut this program by 73%. 

On the coast in counties like Grays Harbor and Pacific Counties, 
lumber mills are virtually shut down. Programs like EDA, CDBG 
and i3TPA are jiist what they need to launch new avenues of economic 
development. Yet these programs are to Be cut or eliroiriateSi 



The combined impact of meeting the Gramm-Rudman 1987 target and the 
elimination of Revenue Sharing on Washington State would be a loss 
of $240 million; And that is biir share of reducing the deficit 
from $180 to $144 Billion. If domestic spending cutbacks are the 
solution tc reducing the deficit over the four remaining years of 
Gramm-Rudnan, the loss of federal revenues to our State could be an 
additional $200 to $500 million. 

Assuming the Congress chose to dump this Burden on Us at the state 
and local level in this way, I doubt that even 25% of the load 
could be picke<5 up by raising State or local taxes. 

tf Congress is serious about reducing the federal deficit, and we 
earnestly hope ybu are, then indeed eliminate programs you believe 
the country no longer needs. Cut back on programs that are no 
longer essential. Then come home and explain these decisions to 
those citizens affected. But don't cut programs in the expectation 
that they will be picked up at the state or local levc»l. 
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if you believe programs can be run tflore efficiently at the state 
or local level, as we are confident is the case in many instances, 
then transfer them to us but together with the resources to fund 
them. Join with us in the sorting out process. We share with you 
the desire to make government as efficient as it cari possibly be. 

Federalism can work if we act as honest partners. 

At our National Association of Counties Legislative Conference 
March 4, we had a record attendance. Our Board of Directors adopted 
hew policy regarding this year's budget crur«-i\ which was remark- 
able i' o respects. First, it called on Congress to increase 
federal revenues as a part of the deficit reduction process. 
Second, it stated that if the solution included reductions in 
spending that they be appli'?c across the board and that domestic 
programs be cut no more than our defense programs. 

Reenactment of General Revenue Sharing continues to be our highest 
priority, this in especially needed in Our State of Washington. We 
feel the preservation of Revenue Sharing is justified now more than 
ever because of the reductions in categorical programs that have 
been made and realistically will, in all likelyhood, be cut still 
further. We need the flexibility of r -venue sharing in order to 
absorb these cuts. 
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Beyond this, we ask that Congress not just focus on the program 
cutbacks it will take to nveet the $144 billion target for FY87, but 
take a look at the long-term . Should there be a continuing role 
for the federal government in dbmesCic policies? Ari? you going to 
pull out of our federalism partnership? Can state and local 
governments pick up the burden if the federal government abandons 
dcxnestic progreuns? We look forward to working with you to provide 
answers Co these questions in the long-term best interest of the 
citizens and nation we both represent. 

Thank you. 
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A MESSAGE TO THE STEERING COMMITTEES AND 
SUBCOMMITTEES FROM THE NACo EXECUTIVE COMMITTEE 

r«- the^^meetlng between the Executive Committee and the Steerlnq 
Mfrh^Ar'^"'- significant cons_ensus _wa. reached.on tSe prOcIss^ 
by rfblcb.NACo^can reach effective and articulate national policy 
on pendiog^budget^related matters. We encourage you to consider- 
in your deliberations the following principles: consiaer 

0 The.majntenance of our domestic partnership with the 
Federal gowernineh t . as defined by the General Revenue 
Jharlng prograin^ continues to be bur number one 
legislative priority. 

0 NACo has. historically.supported efforts to cut the 
Federal. deficit.. This.suppoPt has been - cons 1 stently 
^enionstrated, in NACg_ pol Icles and positions. NACo' s 
policies must recognize the. COD tinned def ici t- reduction 
requirements of Gramm-Rudman-Hol 1 i ngs . 

° Efforts to^ reduce the Federa 1 .deficit and_balahce the 
budget win require revenue increases at the Federal 
level. - Congressional "tax reform" measures mast 
recognize this need without jeopardizing local 
economic activity. 

° To.tbe^extent. that spending reductions are a part of 
the.solutlonto the deficit problem, domestic and 
defense. reductions must be treated equitably The 
Peductionsshouldapply across the board; domestic 
programs should be cut no more than defense programs. 

0 Because of Gramm-Rudman-HoTl Ings , the Federaa-domestic 
partnership is threa.tengd.wi th_ extl nc ti oh . NACo should 
ftaiphasize the n-rative socl5l_and_flscal impact of 
further reductions , in specif _i c .domestic- programs . in 
??v should, identify both Immedi ate 

[VI ^ 87g programmatic impacts as well as long-term 
sociistal effects. 




68 



-Mr. WiraAMs: Thank you, Mr. Horsley; and our thanks to each 

of the witnesses. 

Mr. Horsley, I think you have the notion of federalism exactly 
rights You also seem to un^erstan these 
budget cuts; and that is simply a shifting of the tax burden to the 
local property taxpayer an d also a shifting of thie resporisibility of 
the programs and efforts which traditionally have been Federal re- 
sponsibilities to the county commissioners aiid Governors. Of 
courae; that would be the ^nd of federalism as we've known it tra- 
ditioh^ly in America. 

That^ in fact^ is what the budget is all about. The budget is not a 
fiscal document. The budget re^ly is a political document, a road- 
map of the future. It shows us how we progress from here to that 
shining place on the hill that's the ^eat promise of America. 
Therefore, I think you have it exactly right 

Each of you hz asked us not to-make cuts. There is a chart 
behind you v/hich shows that the deficit is npw_ almost but of 
trol. We liave his country stacked up more deficit in^the l^t 6 
years tbar wi^ accumulated jmte alj__the_ J^revious Presidents^ 
George • -^'ngton through Jimmy Carter combined. You now pay 
inore as _raxpaj;ers_ to^ J^ay the ihterMt on t^ _debj than it_cost 
to run the Vietnam war, the Great Society; and all other Federal 
spending combined under the big spending era of Lyndon Jdhhsbri, 



__Npw, we have got to do sdmefhing about the deficit People sa^ 
to me; "Pat; you re on the Bud^*et Committee. You fellows write 
the checks, you arid A^ You spend the money, not the 
President. The deficit isn't his »^ault/ E*^t what county commission- 
ers, public power cbiincil people, n n i oiiL:.ens ha\ <= to uriderstarid is 
that the Congress writes checks ic^ '''^s money; less money than 
the President asks us for. 

tast year the Congress spent $18 billion less than Ronald Reagan 
asked us to. Each year since he's been President, less money was 
spent than he asked us to spend. So while we can take some re- 
sporisibib'ty for this deficit, we need to understand it's a shared 11- 
amlity. 

Now, having said that, gentlemen, the fact remains^ that the red 
ink is almost put of cbntrdL I^et me be unfair and g^k y^ 
answer a questio/f in no_ seconds, -just because we're running 
behind, anc ask that bf e^ch of ybu. We have gbt to cut the budget, 
so where do you want us to cut it? 

Mr. Ogden._ 

Mr. Ogden. i think we've had an extravagant defense buildup 
which is not iustified or necessaiyj_w^y 

tification. We know there has been waste and extravagance. 1 

think that's where ybu shb a real bi^bne. 

Inter^t rates will come down— they are coming down— and we 
bught_toL_be able tb save cbnsidera^^ 

Schwinden is right, if that doesn't make the diiTerence, then you've 
gbt to look at that 1981 ta^ was unfair and which has 

devastated the Federal revenue picture. 
Mr. WilUams. 

Mr. HoRSEEY. Mr. Chairman, I'm sure you meant to say how do 
we cut the deficit rather than how we cut the budget, because we 
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dbii't accept the premise that we've simply got to cut spending. The 
Keaip-Roth tax cut, as you- recall, for the last 5 years has reduced 
JP^deraJ revenues at about $650 billion. If, in your wisdom, you now 
recognize that Congress may have cut your revenues tod far, there 
are many options on the table for restonng revenues without rais- 
ing taxes thiis^ year. Long term, ybU may also have to raise taxes as 
part of the solution. 

Our J^atidiial Associa^^^^ pf.C^uMies^ _fpr the first 

time in its history, came out forcefully saying revenue increase hzi 
got to be a part of the^^^ 

Two other things we said, if you're going to cut us — and we 
®x^ct to take some^^^^^ the cuts^ and we are not dumb enough to 
step up to the line, patj)ur necks on the line, and say hit us here, 
here and here. But _w^ you to make some programmat- 

ic reductions.. We're saying cut us no more than you cut defense. 
_ _T3>at's another rernar statement that you have never heard 
before from relatively^ conservative county officials who want 
America to be strong. But we say yes, we want you to reduce the 
deficit. We're again willing to do our part, but don't cut us any fur- 
ther than you cut defense. 

Mr. Williams. Mr. Kateilometes. 

Mr. Ka'TSIlometes. Thank you, Mr. Chairman. 
My cdnsideratioh woiU^^ that _I thmk we' ve^t some m^gpr 
loopholes for corporate taxes that they're not paying and i think 
that's a _real area that_ Cboutd be Igbked in jterm_s_ of tiying to 
reduce the deficit. I aJ so agree with these gentlemen on the defense 
budget But I tlmA situation^ where they've 

been given tax loopholes, tax credits, for years and years, just in 
the last few yeara esj)ecia^ has really contributed to the deficit 
problem. That's my feeling. - - 

I think without some of these programs, specifically revenue 
sharing, I think it's going to contribute to the deficit problem. I see 
in bur cou»-ity a lot of people not being able to pay property taxes 
right now. One farmens are just at the edge of ndt being able to pay 
anything and are losing their farms, and I see that as more money 
that 's not gding to come to the Gdvemmeht, m ore money that the 
corporations are continuing to not have to pay taxes for. I see that 

as a real area that we need to look 

'Hie Chairman. The gentleman from South Carolina, Mr. Der- 
rick^ 

Mr. Derrick. Mr. KatsHometes, you mentioned just.^ moment 
agp_ about all sprts_ of revenue taxes. If you have 
come up with some new scheme for financing here that I'm not 
aware pf> I would like to hear about it. Maybe it was Mr. Horsley. 
A ..Ai.sorry. I beg your pardon. 

You mentioned all sorts of revenue sources without raising taxes, 
Mr. Horsley. I don't 

Mr. Horsley. There are a couple of ideas that I have heard re- 
cently. This tax amnesty cdricept, df getting taxes 

Mr. Derrick. Tax amnesty, at its best, will raise $1 billion. 

Mr. Horsley. Well, I've heard estimates anywhere from 12 to 50, 
but- — - 

Mr. DeIrrick. Let me assure you that they are incorrect. 
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Mr. HoRSLEY. Well, that's one good option I hope your committee 
is taking a hard look at. The loopholes, where corporate America 
pays far less than their fair share of what we believe is reasonable 
and possible, is another area. 

It seems ironic to us that the tax reform bill, that pa ^scd oi?t of 
the House and is now being considered in the Senate, contains in it 
tax reductions, I understand, c?f around $175 billion in a year in 
which we- have a $180 billion deficit. I think as we take a look at 
the Tax Code we\re goirg to haye to look at which of those loop- 
holes we can afford. There may be other options. Congressman, 
that your jjoimnitte^ 

Mr: Derrick: Do you have any loopholes particularly in mind 
this mprhihgLthat we can close? 

Mr: HoRSEEY. No, I couldn't go into that. _ 
__ Mr- .Derrick, You khp^^ _I_dcm't want to^^g^^ but I 

want to tell you that I was in the State legislature about 15 or 16 
yM?J_ a^gOi^and gne^ rf my county officials came in the office one 
morning, my law office, and he was raising a check. He said, "took 
what I've^ot." He vas hbldihg^a check for $300^000. I come from a 
small county. He said, "What do I do with it?" I said, "Wel^ that's 
your first_iristalliiierit oh revenue sharing. Go put it jn the bank/' 
About 6 months later he called me and said^^ :'You know, I got em- 
dthef one of those things in the mail." I said, "Well, go put it in 
the bank." 

rm not gpirig to tell you that there hasn't been a lot of good that 
has been done by revenue sharing, but I also know that I have a 
town in my district that has a police car* with riot equipment and 
all this fancy stuff on it; the only problem is, they don't have a po- 
liceman. I've seen it Used likie that. 

You know, my theory has always been — and I'm sure you would 
have to agree with me— that tax dollars are best spent by those 
who collect them. That has been ojae of the major problems in the 
federal system as it is now. We collect it, and somebody way down 
the road^ who has hb responsibility, who his ho answer to those 
who he has collected it from, is spending it. It seems to me that 
reyenue sharing is a perfect caA-- of this, 

I can tell you of another town in my district that has b. beautiful, 
yellow firetruck._ It's, a dieseL It has ladders that gol up four stories^ 
nevfcir mind that the highest buildinjg in town is two stori^, and 
never m_ihd_ that th^_'re_j)rbbably going to saye^ pver the^ life time 
of that truck, $^ because it's a dieseL You know, they m^ have 
needed a new _firetruck,_ but_that_firetnick jvas_ bought with rev^ 
nue sharing: if they had had to buy it with local tax dollars and 
had to go down tojihe cof|ee_clii^^ the mgrning^^ and sit do^^ 
justify to the people of that town how they were spending that 
moiieyj they wgulj^ ha^ my firgblem with 

so Jiiany oi these grants and revenue sharing and so forth. 
__ Mr^HgRSLEY. sure we're liot gdihg^ to agree on 

everything we discuss here today, but you raised a point with Gov- 
embr_SchMhden that I would likie to touch bri, Mr. Chairman, if 
you have just a second. 

YpU made an excellent pmri^ functions of State 

government that are off budget. I think it's high time your Budget 
Committee, Mr. Chziirmah, took a look at making more rational 
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your Federal bud^etiri^ process. What troubles us and troubles ail 
Americans is to see you borrowing about $1 out of every $4 or t5 
you spjEjnd, but tha^^^^ gliches in the Federal 

budgeting process. Many of the capital expenditures and the debt 
aniortization payments that you hay_e to make, whether it's for 
housing programs or long-term infrastructure prograins, should 
indeed be taken off budget ahd_ be seen as what they are— long- 
tenn investments in America. It is appropriate to borrow and go 
into JeficitTor those functions. WTiat we would like to see you get a 
handle on is the deficit spending for actual maintenance and oper- 
ations:- 

_ But I think there is a Jot you can achieve by revamping the Fed- 
eral jbudgeting process that would reducj the_ apparent deficit and 
make more rational your Federal spending processes. 

Mr^ Derrick. Lthink- your key word is "apparent." Tou know, I 
will tell ypu the Federal Government in our budget is a much more 
truthful layout of \yhat's going on than what the State oT Montana 
baSj bec.^iise the State is running just as much a deficit 

as the Federal Government is. But you're hiding it over here gn off 
budget, Why_ not let t ie see what it is and let them make 

their own judgments? ' ^noney and it's got to be paid back the 
taxpayer, 

If we started doing that, we could probably ddublie thie deficit 
that wiB have now auid pr^^^ the people for a little while. 

But I certainly don't want to do that and rm sure you don't. Thank 
you. 

The Chairman, tet me respond to the quest,'on,^so. 
- Several years ago w^ budget that way. 
There were many items that were not a part of the Federal budget, 
therefore, when your Congressman and your Senator voted, you 
only saw them voting on a portion of what the Government actual- 
ly did. 

A lot of good Government folk and reform-minded people who 
wanted the process imprdved said^ "Wlieh dur C^^ and 
Senator votes, and when the President puts together a budget to 
present to the people, wie want td see everything. " That resulted in 
everything being put into a unified budget. We didn't have some 
thingS-Over here, some things dver there, and some things here. 
__ As. Cbhgressman Derrick points out, if the State and local com^ 
munities budgets were calculated the sama way durs is, they would 
not be balanced, _ 

We often forget the fundamental cause df hdw we got here.^ou 
Have to remember that when you vote for }3eople, you're voting for 
policies: Unfortunately, I think sometimes in America vve have_fgr- 
tptten that There are three out there — and I'm going 

to Tepeat tbf m: "Fm going to strengthen our national defense, I'm 
gmrig to rpwer_^dur tsgces^ to balance the budget." 

I'm going to repeat that. "I'm going to strengthen your national de- 
fense, lower^du^^ 

Forget how you feel ahout either one of these individually, be- 
cause I want astr^^ I want my taxes lowered, and 1 want 
a balanced budget. But if anybody thinks you can do the first two 
and reach the thij-dj I wa^ Because, as a Baptist 
preacher, they've got to be God. [Laughter.] 
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Why? Because in order to strengthen the national deCense, 
you've got to for it. You don't get a 6jl0-ship Navy frpm Good- 
Industries., You dori't^et F-16's from the Salvation Army. You 
have to buy them. If you make a decision thatyou want todo this, 
that meahs spending. You then say we want to lower taxes— and 
I'm for lowering taxes, God knows I want to lower my_ t^_e^ 
you're lowerihg th^ what? Pay for thffi spending 
here: Finely, you say you're going to get a bsdanced, budget^ 

I would say to bUf local officifUs, explain tayour county constitu- 
ents the facts of economic life. Then when th^ go to the PoUs to 
ypte^they will be informed and thus Jihey will he looking at_ all 
things. Tlv'is, we have a hard time^ when the ccmstitu^ 
tana says, as they said overwhelmingly, along with 48 other States, 
"this is the person and these are the policies," and then they com- 
plain when the policies ^ccur. 

The gentleman from Washington, Mr. Ldwry. 

Mr. LowRY. Thank you,^ Mr. Chainnan. 

Just briefly, because.! know w^ behind schedule, I think 

you can see why we're very proud in the State of Washington. John 
Horsley is the next presi(^nt_pLthe_Natibnal^^ A^^ 
ties. AlsOr I wanted to bring him here because I wanted somebody 
who could tell stories like Pat Williaras. I thought that made good 

sense. _ __ __ . 

I think the t^timphy was excellent by tfdl three. I only have time 
for one question. Mr. Ogden, I would like to ask you a question on 
BPA rates. . . 

I really think we may have a real problem here, where they're 
crying but privatization and selling BPA ^d everything, knowing 
that will never go. And then they say, "Well, here we did that for 
you. We'll take that away. We won't privatize you to sell BPA, but 
we're going to give you. this 10 percent whciesede rate inc^^ 
Cbn^tatulations compromise. Now, I kind of 

think that might be happening to us. 

__What will be the effect of a 10-percent wholesale rate ^ increase 
and,^ No. 2— and you have to be veiy brief because of bur tim^ — are 
the interest rates of BPA subsidized in any way by the Government 
budget^ or do we pay in BPA the market rate? 

Mr. Ogden. Let me answer the- second x[uestioii fii-st. 

The interest rat^ for all the Federal _Pbwer Marketing Program 
were set according to the rulss that Congress laid down. That was 
that at the time construction _startedj_ the interest rate that the 
Gbveriiment paid for money, at the thne the money was borrowed 
to build the facility^ would be the interest fate we would use. Now, 
that is what everybody does ^en they buy a house; that's what 
everybody does when they:buy__a car. Tlibse principles have been 
well established for aver the last 70 years. So Bonneville, is paying 
the interest rate, as j)f_the time that construction took place. 

Mr. LoWRY. For instance, we paid 16% percent? 

Mr. Ogden. That's right. Arid b Bonneville, bor- 

rows, they are p^ng actualLy a premiurn. iTiere's about _$_2_.5^ 
lion of Bonneville s debt that is bri a premium basis under the 1974 
act. So no, our answer is that Bonneville is not subsidized._Bbnrie- 
ville, and the people who use Bonneville power, are paying the 
Government the full cost of that power, returning it with interest. 
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and returning^ as cpyering; all the pperatihg 

costsj^ and supporting irrigation^ and supporting fish and wildlife, 
and supporting other aspects of running the river. So hb, there is 

not a subsidy. _ _ 

What would a iP-j^rcent increase do?_Welli it wojild add an addi- 
tional 2 mils to the wholesale price. It would further dampen eco- 
nomic activity in Jihe^Pa^ Northwest^ it jy^^ piobably still fur- 
ther reduce the number of jobs. Our estimates are that it would 
pfdbably ha vie a minor im 

ing 5,000-10,000 regionwide. Ten percent isn't that big an economic 
blow. But every blow is going to make it more difficult. 

At the moment, the aluminum companies are operating on ^n in- 
centive rate, as ydu know, Mr. Lowry. We have ciit them 5 mils 
bel' /W the current recovery of costs in order to keep them running. 
The aluminum company at Columbia Falls came asking for an 
even additional special consideration so that they could keep run- 
ning with their tolling operation. We really can't afford an addi- 
tional hit to the aluminum industry or we shut them down. That 
means 23,ddd jobs. Iliat means we don't sell our power arid that 
means the_ rates go upL and^ t we're talking 50,000-60,000 jobs 
and we're talking that thi Government can't even recover the rev- 
enue, the additiohal money it gets, it loses in taxes. So it's a loser 
all the- way around. _ _ _ 

Mr^ I^_WRY._ Thank yo^^^^ you, Mr. Chairman. 

The Chairman. The gentleman from California, Mr. Fazio. 

Mr^ Fazio. I_just_briefly_wah^ a little dialog with Mr. 

Ggden,^ too. I share the attitudes that Mr. Williams and Mr. Lowry 
haye^ about public pows^ 

Mr. 0GDEN. I know, Mr. Fazio. We worked together for many 
years. 

Mr. Fazio. Yes; wa have. Al Swift; another colleague of ours, and 
classmate,_has teen a real champion oh _these issues as well. 

I certainly am going to oppose the defederalization; as 1 think 
yj)u know. TTibse of Us who sit bh the Energy and Water Subcbm- 
mittee that you cite in your written testimony, hopefully will take 
the action that you ask for, which is to say that we'rie ribt going tb 
provide the funds to carry out this sale. 

But I do want tb make one discbrd ribte, jperhaps a nbte bf cau- 
tion, and that is that those of us in California have been working 
very hard to develop avenues by which you can get some assistance 
in pa3dng for Bonneville's costs. Senator Hatfield and I worked to 
get an upgraded and new interchange, a new way of getting non- 
firm power down to our area. I think it may come togethe:*, al- 
though we have some problems in the tax bill and we have some 
concerns that relate to the charges that you want to levy on '^s. 
You've got WPPS problems and you want to da more in conset • 
tr >h, and we want to help you. But you can't kill the goose that 
i^ys the golden^gg. 

Mr. Ogden. Exactly, 
- Mr. Fazio. I think you're charging your customers S^to 7 mils in 
the Northwest, and are talking about charging 25 to 15 mils down 
in California. 

Now, I would_ be derelict in my respohsibiHties as a representa- 
tive of that State if I didn't think there v^as some inequities in 
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that. So let's work tdgethier to find a rate th^ we jan afford, th^^^ 
will let OS come up with private, not Federal capital an3aiibfe, to 
pay Jpr_ thesejfecilities, to help ybU but for the good of the taxpay- 
ers X)f the Nation. 

___Mr- Qgden. I certainly share that feeljng, Mr. JFazid, a^^ 
you very much. As a matter of fact, Bonneville has just now pro- 
posed tol TTOpen Ahe 1985_ROD,^ a view 
to trying to devise an i8-mil rate for the surplus energy for Califor- 
nia, which would make a very think we 
want to work together. We've got surplus energy and it shouId-Jbe 
available to you at a price yolu can„a^ help us. We 
don't want that water going over the dams and going down to the 

sea,^ either. It doesn't do smy^god that way. 

Mr. Fazio. I certainly appreciate your response. Iliank you: 
The Chairman. We want to^^^ - "^se witne^es for their m^^ 
isight and their testimony today. Thaiik vou, Mr. Ogden, Mr: Hors- 
ley^ and Mr. Katsilbmetes. 

- At this time the Chair will zbII to the vwtness table Hon. Gene 
Donaldsbh, ^^ce chairman^ Hoi^^^ Committee on _Apprbj)riati_pns _c^^^ 
the Montana Stato- Legislature;- Marie McAiear, commissioner,^ 
Madison County, MT; and Alex Hehseh &f the Montana Lea^e of 

Cities and Towns. 

We would like to ask the three ydthesses_if_ they would 
the witness table. We would also ask that they keep in mind our 
instruction that they give us a 5-minute or less summary pf_ their 
views, and remember that their total testimony will be inserted in 
the record. 

Representative Donaldson, Ms. McAlear, and Mr. Hensen, we 
welcome you. If you will proceed in that order, thank you very 
much. 

STATEMENT QEL HDN. G^NE_l)DmLDSDN^ VICE CHAIRMAN, 
HOUSE COMMITTEE ON APPROPRIATIONS, MONTANA STATE 
LEGISLATURE 

Mr. Donaldson. Thank youi Mr. CJiairma^^^^ 

-For the record, I am Gene Donaldson, a member of the Montana 
House and member of the ApprppriMiolhs C^ ^ess 3 

understand to some degree^ the diiemma you perhaps face because 
in Montana we have a similar s^^^ 

Congressman Williams I think understands that we are P^t- 
time legislators and the time was_ rather sh^^ 

of this meeting. 1 was askecL the other day if I had thoroughly read 
and understood the various budget jirpposal^^ that I 

probably couldnt even lift them, let alone understand them. 

At any rate, I will try to give you my j)erspectj^ as I see the 
problems confronting the Federal Government and their attempts 
to jsolve them £ind how they mi^ht impact Mgntaha. 

I think as we talk about the- various budget proposals it doesn't 
really rhake a whole lot of differehce whe^ the 
President's proposal, the Gramm-Rudman-Hojiingg situation, or 
perhaps a compromise, which we hope will co out of the congres- 
sional committees. I think we're all fully aware that we -must first 
of all address the deficit situation. I think that is one of the highest 
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priorities^ that Montana ^ple have. I dbh't ihihk it's necessarily a 
political battle. I think th^ Montana people — and I think I repre- 
sent their- philosophies — hold you as Congressmen and the Presi- 
deiit_ equally responsible for the deficit that we £ave, and equally 
responsible for finding some solutions, hopefully that we can arrive 
at sgiSe solutions in the near future. 

i thjnk we also recognize on the Montana scene, and l thjnk even 
on the countyl scene, that with the type of cuts that probably will 
have to be made there will be some pain ihvdJved, and that_ jprpb- 
abiy we're sdL^oingj^ in this. It is not something 

that someone is going to shift off to the other jjersbri, whether it be 
in increases br_ in cuts m^ Therefore, I think we rec- 

ognize that, or at least most of us do. 

I iP^f ss there w^ areas that I would like to 

just very quickly address relatjve to potential cuts to the State. The 
first one that I tluiyt asked, about in your letter was what the 
State's response might be relative to cuts, as to whether or hot we 
wauld prbbably cut prpgrams or whether we would increase taxes. 

I think that the Governor this niorning has probably outlined 
the ecbnbmic situation in Montana rather^ w^ have some seri- 

ous problems. 0il and gas are not the only problems we have. We 
have a declining emplb$Tnei^^ we haye_ a situation where our 
personal income is not coming into the State as it has been. Virtu- 
ally every aspect of our revenuMJ_n_the_ State of Montana are 
either level or declining, and this has caused us some considerable 

problems. __ _ 

I think, to be realistic, it would be virtually impossible to assume 
that any of the Federal cuts would be picked up by_the_State. I 
think _I can also make the assumption it would not be picked up^by 
local governments, I think we've gbt abbut as much! chance of that 
happening as maybe Montana State beating St. John's today in the 
NCAA tourjiament. [JjaugJiter.] 
We're still rooting, but I don t think— — 

The Chairman. As a former basketball player myself, who often 
played on losing, team^ they may do it. [Laughter.] 

There was a team called Viilanova, that no one ever heard bf Sb 
there is hbpe_. 

Mr. DoNAtusoN: We're still rooting, Mr. Chairman, and very 
hbpeful, I wo^^ 1, and we're all 

looking for someone to match that bet^ J guess, ^t this point. 

At any rate^ I db^^ the State picking up 
substantial reductions in the Federal programs. I think there will 
have to be sbme grbg^am 

There are three basic areas j hat I would just like to address this 
morning--there are some others, but I'm sure my colleagues here 
this morning will touch on those. One of the major concerns I 
think is in the Medicaid arid social ser^^^ those poten- 

tial cuts. I think there is no question, if those come to pass, v/e will 
probably have to riiake sbriie prbgrarii cuts. 

Our problem— and I think it is not unique— is substantial, in 
that we see on the brie hand the Pres^ 

we don't have the money and, therefore, program cuts will have to 
be made, arid on the other harid we see the bureaucracy, coming out 
with inspection teams and so forth to our institutions and, in 
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effect, asking that we make substantial increases in those pfcn 
grams and in the cost of them. 

— Representative Williams indicated that the budget is a road to 
Utopia, I think sometimes the bureaucracy thinks we have arrived. 
Certainly you don't have to go far in the communities in MdritiEina 
to realize that we're a long ways from the ideal, that a lot of people 
are bearing up under some very difficult situations. 
_ I recognize it is hot your problem to write the rules and regula- 
tions of the various agencieSr but certainly there is an incompatibil- 
i^-I_ think certmnly a l^ absorbed a lot more 
effectively and efficiently if^ indeed; there was greater cooperation 
and a great deal mbre^ re the role and s^^ that we can 
actually accomplish: Certainly we would like^ to accomplish all of 
the things that jwere suggested^ but in^ the real wpr^^^ outside the 
area of Washington, DC, perhaps; the money is not there; obvious- 
ly. _ 

Tke second area that i think has a great concern to a lot of 
P^ofilG the State of Montana, being a is the impact 

upon the Extension Service. I think these particular proposals and 
cuts would eliminate close to one-third of those people. In a rather 
sparsely populated State like Montana, we are basically one-deep 
in most of our positions, so the res^^^^^^ people 
would be eliminated and those programs would be eliminated. 

I would hasten to add that over* the last several years we Jlave 
worked a great deal with the people involved^ with the leadership 
in that area, in attempting to bring greater efficiency and greater 
effectiveness to this particular area. But if those cuts are going to 
take place, I think that we perhaps need a little time in order to 
make the adjustnients, and I think there is no question that those 
program cuts will be difficult to deal with. 

The third one is one that I think Representative Williams will 
probably agree on^sometimes we do not, but this is probably one 
area where we will agree. I am genuinely concerned about the area 
of budget cuts in^ the higher education area, in loans and Pell 
grahts,_in that area, This does not impact local goyernment,^ but I 
think it ^' v ^'mpact one of our greatest resources in the Nation; I 
think jt . • vmalresouxce^ a State resource, arid, there- 

fore, is^? -J /nai responsibility. 

_ In Mpi cana^ 20 i^ercerit oi^pur students are 

receiving some type of aid; either a loan or Pell grant or something 
of that nature. Some Q^^ Are State. Aj all gthe StMes^I thinE 
we are faced with a situation of rising tuition costs. 0ur tuition has 
gprie lip 20 percent this we prob- 

ably are not any higher than many of our sfc^trsr States. 

What we are sys Tm afraid, arid part^ 

those moneys and loans and so forth are not made available to stu- 
derits, that we are perhaps eliriiinating the middle class from the 
opportunity of higher edu cation. Certainly I think this would be 
devastating to the future of this Nation. 

I think that from the standpoint of Montana we are prepared to 
take our share of the cuts. We are very concerned about the budget 
deficit. We know it has to be resolved. We don't envy you in your 
task, and certainly we are going to cooperate as much as we cari in 
that process. But I do think those are three particular areas of 
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great concern amongst the people in this State arid I would hope 
that j^pu would give them some consideration as you proceed. 

i don^t think, quite honestly, that you can ha* ': in this process 
maybe, some "sacred cows/' Also, I don't think you can do across- 
the-board type cuts. I think you hai-e to be selective arid I think 
you have to look to the future as to what the neeas might be for 
the State and the Nation. But I don't think you can set aside great 
portions of the budget and say that's an untouchable, because it is 
going to impact the remainder of the budget tod greatly in order to 
accomplish the purposes we're all setting out to do, and that is try 
to j^each a balanced budget. - 

With that, Mr. Chairman, I would lie pleased to answer any ques- 
tions that you might have. — - 

[The prepared statement of Mr. Donaldson follows:] 

Prepared Statement op Hon. Gene Donaldson 

_ First jQf all jnay l extend iny welcome to the committee and hope thai their rather 
brief stay irL Montana will be an eiyoyabie one. 

I do_ appxeciate the opportunity to discuss with you the very important issues of 
Federal, State and local relationships and how they may be impacted by the deci- 
sions that will be made by your committee and the Congress of the United States. 

Unfortunately, the time allowed for prepariation and the complexity of the issues 
have not allowed me to address the issa^ with the degree of thorough n^ that they 
perhaps deserve. 

Be that as it may, I would like, to make a few general cdmnierits relative to the 
Federal budget and its impact on Montana and perhaps other States as welK It mat- 
ters little whether we discuss the President's proposed budget, the Gramm-Riidniah 
possibilities or perhaps variations of the pending Cbrigressibriial budget, the bottom 
line generally remains the same. _ __ _ _ _ 

One, it is imperative tile Congress and the Priesiderit Seriously address the issue of 
the budget deficit. The trend in budget deficits over thie past several yearis is such 
that it cannot be allowed to continue. The task of servicing the debt is detrimental 
to the economic and social well being of the Nation. We hold Congrcfss and the 
President equally accountable for the prdblemis arid equally responsible for the solu- 
tions. 

: Secondly, any measure, budget proposal or balance budget law is going to be pain- 
ful and will carry ^ a certain amount of negative political fallout. The problem has 
become too jexpanaive to find a perfect solution ana perhaps even seemingly impossi- 
ble to Jlnd a workable answer. Nevertheless the budget deficit looms as possibly the 
most jjressing jiationai ixoblem and many of our personal wishes and desif ^ will 
need to be set jaside to assure a lasting r^olution. 

In your Jetter_ of March _7^_lS8_6,_Mr. Chairman, you indicated a desire to have tes- 
timony _that_wiMild address the impact.of the JPresident's proposed budget on^the eco- 
nomic and_fi^aL iealtii of the_ State and local . governments, i will attempt _ to give 
you_myj)ercepJ:iojLof Ihose impacts l)ut would first wish to point oat that lieei the 
proposed_hudget jceductions_are_Jiot_ nearly: as_ significant^ on State and local 

gover_nm_entsaa t_he_ continual growing budget deficit will be if we refuse to address 

it in_a_. responsible, manner, 

^Now to comply with ^our specific jcequest as to how such cuts may affect Montana 

and our: cou.nti^j. cities, and school districl^^ __ 

i^enjerallyj _ any-Cuts. of the magnitude suggested _ in _ the President's . proposals, 
Gramm-Rudmanj-Hoiiings^^ o be. equally effec- 

tive in deflcU. reduction. would _ca^ loss of program or servicB to MojiSana and jts 
local. goyern™^ntSj . Current ecpnomic condition woulij_ dictate.lhat. tax.increases 
ccuid not be_ implemented to com pensate for the cuts contemplstei We .have. seen_B. 
trend in Montana, where exists arejinable to meet normal cQSt Lncreases 

of gpyernmentv This _is partly attributable to_droughJ, downturn, of _mming an.d. oil 
activity and even_ a State public polic^vtha^ suggested to ^ anti-business 

or at least. not encoaraging to business expansion. We haye_8een a i^^-^? i'i' PPP^>^* 
tunities and resulting flat economy which leaves little room for significant tax in- 
creases that might replace lost Federal monies. 

J?^ a result. Federal in almost all cases result in a reduction of pro- 

grams now offered to Montana citizenry. The effect of such reduction of programs 
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. N» op'^'v to a significant: degree by ah improved cbdjperative effort and more 
r\ ';it y >t the mariner in which remaining mbriies are spent. Often it seems laws, 
:u;: regulatibris are written that virtually ignore the-uhique problems oT a 

StiiJie i/I {/xial gbverririierit. We are also ^ilty of thii bri a St&te^iocal government 
r^'-i^atidnship but the prbb' ^rii seems to be cbmpouhded by bur distance from Wash- 
ington. .... 

Our greatest cbricierris relative to budget cuts must come in the area of social serv- 
ices. If Medicaid is reduced, we in Mbritaha would by necessity first cut those b^ 
tibrial services ribw bfiered, biit beyond that ah actual change ih programs \yould be 
needed. The whble ariea bf bur cbihmitmeht to the heedy would be jmpacted by 
losses iri AFDC and ieveh thie tbtally federally fuhded jprograms proposed for reduc- 
tibri wbuld cause greater depehdehce oh General Assistance which is currently a 
State-lbcal gbverhmehtal efTbrt. . _ . 

If the Cbrigress deems it hecessary to reduce the Federal contribution to these 
prbgrams, arid I believe they must, then it ia imperative that they also reevr,iiiate 
the level bf service hecessary and affbrdables No ohe is suggesting that the unibrtu- 
riate hbt be cared for but some Federal mahdates go beybhd the realm of reason and 
beybrid realistic resburces. Tn Montana nmhy of the people jpa3ang the bill are sub- 
ject tb situatibri that are curisider^bly less than ideals specifically farmers and 
rahchiers arid small busihess people fac^ wth eeonbmic shortfall. 

Of grekt cbricerri to bur agriculturai^stat^ is 4he proposed loss of Federal reyeriue 
fbr the Exterisioh Service. This is a Federal, State and county cooperative prcy*ect 
arid has beeri a significant contributor tb rural Montana. As a low population State 
we are brily brie deep ih persbhhel in many bf the Extension j)rqgrams and have 
brily one persbri per-cbuhty ih 23 bf our 56 counties. The proposes cutback wQujd 
seriously aflect the Extehsibh effort, however we are currently exploring waj^ of 
cbhtiriuirig seivice at a more efficient cost and 1 think we will find success in this 
area. 

Also the issue bf loss in studeht aid to young people in higher education Is a genu- 
irie cbhcerris Nearly 20 percent ^ our Montana students receive md in sonie manner 
arid with risi hg costs of tuition and other costs many of our middle class ^onng 
pebple may have to forego uhiversitv training. Citizens education to their gre^- 
capabil i ty is a hatibnal treasure and a commitment by the Federal Governmei. 
hecessary if we are to meet the competition of Japan and others that j)lace such. a 
high pribrity oh educatibn in this high-tech world. I have. incj uded_in my testimony 
?^^pPy i^^i^prandum from the office of the Q)nimissipner of 
which relates his concern relative to the attitude of lenders if their earnings are 
decreased. 

A^sb of cohcerh of Montana's is t^^^ management of Federal lands which consti- 
tute about 30 perceht of our land a^^ 

In cohclusionj^ we need to address the Federal budget deficit and we recognize it is 
p:bi ng to requi re some rather pai rif ul decisions. However m uch_ cari be accom plished 
if g^i^^ter flexibility and more realistic standards are applied with compromising the 
goals and needs of all of us. 

Thank you for this time and I extend my best wishes and cooperation in this diffi- 
cult task tiiat faces you. 

The Montana UNivERSitY System, 
Commissioner of Higher EoucATibN, — 

Helena. MT. 

MEMORANDUM 

To: Carrol KraiiserXJbihmissibher bf Higher Educatibn. 

Frbrii: Ed Nelsbri^ 45irector, Mbritaria Guaranteed Studeht Lbah Program. 

Dat€;J&Iarcu 10, 1986.- 

Re^^Efiect of Gramm, Rudmah, Hollih|^ as it relates to Student Loans. 
-1. The cbst to the^ studeht bbrrbwer is ah ihcrease of five-tenths of one percent 
(.5%) bf origiriatibri fees. This equates to ah increased cost bf .^12.50 per $2,500.00 of 
Ibaii ariibiirit. 

2. The leriders earhirigs will decrease by four^nths^bf one percent (.4%) on loans 
riiade March 1, 1986 through September -30, 1986. Oh a medium sized Montana 
lender^ this will rim apprbximafely $2,500.00 less in earhihgs per quarter or 
$10,000.00 per year. The loans hiust be separately traciced for the quarters in which 
they are disbursed plus three W additibhal quarters. If future sequester orders are 
issued this wili becbriie a recordkeepirig riightmare. 

Everi riiore than Ibss bf earnings, the recordkeeping problem will, in my view, 
drive riiahy lender^ biit of the student loan program. 
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. tastj.'ear, October 1, 1984 through September 30. 1980, the Montana Program 
guaranteed $33 million in student loans. This represents approximately '6,000 
loans. 

The Chairman. Thank you very much. Commissioner McAlear. 

STATEMENT OF iVf ARIE McAtEAR; COMMISSIONER, MADISO>' 

COUNTY, MT 

Ms. McAlear. Welcome to Montana; Thank you for asking me to 

speak to you. 

I appreciated the comment that was made by one of you congres- 
sional people that this is a partnership. We have_ money problems 
and we need to discuss them. When people demand services that 
get too large-and complicated for local gbverhrrients tol handle, we 
turn to the State and Federal Governments to handle them. Na- 
tional problems need national solutions. When ybU decide you want 
tp cut back in these national problems, what happens is that the 
localities pay the bill. _ 

Ujifortuhatelyi, your cutback does not always take with 

it the elimination of the laws and regulations that mandate these 
seirices. J personally, have h to pay for Federal laws in solid 
waste regulations; road standards, welfare rights, building riehab 
for handicapped,__court Jefe^ and jail and medical costs. You 
write the laws; but you give us the iill. 

Now, we sU^ and we also believe that 

you need to increase your revenues— and you've heard comments 
^bbUt the tax reform_ prppbsa_l_ f losing loopholes. It is estab- 
lished that $129 billion were not u in income taxes by large cdr- 
poratidns last ^ear. This_ is_ double the nmourit of the Gramm- 
Rudman cuts for the coming year ^ 

We ask that ypii restraiji sp^end^^^ willing to 

take our cuts, but we want to see other areas take their cuts, too. 
In the last 5 years, local ^dvernrneht assistance, from the Federal 
level has been on the decline, while in the Federal budget 18 of the 
20 budgeted areajs have bieeh bn_the increase. We already have had 
bur cuts. We're willing to take more; but onlv our sliare; 

J- would like to tell yqu about some of the Federal fis^^ 
with which my county is involved. General revenue sharing, of 
course, involves about 5 percent of my budget. I have trijd desper- 
ately to keep general revenue sharing in a capital improvement 
area, but within the last couple of years it has crept jntb bperatirig 
expanses. It will be difficult to wean ourselves from that. 

Highway funding is most important in Montana. We Have miles 
and miles of roads. In my county, I have 1,200 miles of roads and 
200 niiles of Federal and State higliways. If that type of funding Js 
cut back, the cpuhty tax base and the population, of which there 
are only 5;000 in my county, will have to pay for those. 
_ _I_used _my_cbmm_unity grant to put in a solid 

waste management system based on the very complicated arid so- 
phisticated regulations that were written at the Federal level, to- 
caliy; we did not feel those were necessary, but they were riiaridat- 

ed by ybu l^awmakers. 

When considering the Gramm-Rudman cuts, Montana iridivid- 
uals rank third, highest in this Nation for the effects of those cut- 
backs: We are taking more than cur share per person. 
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How are we going to pay for these cutbacks locaHy? Montana 
laws limit what I can levy for tax ihcdme. We in Mbhtaha do hot 
have a sales tax, so we do not have th?.t avenue of income. I will 
have to start perhaps a fee system or elirhihate services that you 
have told us we need, or that the local people have told us we need. 

I see your responsibility as balancing the budget and 5 -^'nding at 
an amount that will decrease the deficit. I think it's wr for you 
to stop prograrris so that you can lower your tax income u^i expect 
us to keep providing these seryices^and raise our taxes to do it. 

I ask you to let me do my job. I will consider^ and approve and 
disapprove locally asked for services and fund them. I ask you to 
consider, apbrove and disapprove national programs and fund them 
at^ national level. 

Thank you for Iettihg:_m_e talk to you, _ _ 

[The prepared statement of Ms: McAlear follows;] 



As a whole, J see the President's budget prbpbsal as a shift of philbsbphy from a 
partriersHip of Federal, State and local ^gbvemniehts prbyidihg services to bur 
pebple,r to separate levels bf gbverhmeht dbihg their bwh thing. 

Originally, biir gbvierrimehts were set iip 6 db for bur people what \ve cbulo i*jt 
do for ourselves. Areas siich as defense, trahspbrtatibh, health uiid welfare, and edu- 
cation became so developed and complicated that the Natibhal Gbverhmeht began 
operating these services. 

The hiige numbers of people heeding th^e services demanded a hatibhwide strat* 
e^. This hatibhwide prbblehi heeded hatibhwide solutions. Nbw» we see cutbacks ih 
the fuhdihg, which would shift hatibhwide servicies back to the IbcaJ^bvenimehts, 
biit keeping federally mandated ahd^cbstly regmatibh& for the localities to bear ih 
their tax base. (By mahdated regulatibhSr I perebnally have had to administer solid 
waste regulations, road standards, welfare rights, buildihg rehabilitation to fit 
haildicapped standards, and others.) - 

I think we should keep nationally regulated prograihs at the Federal level, then 
perhaps we can handle cutbacka to lodsl programs with our local decisionmaking. 

I support reducing the Federal budget and the F^eral deficit, but not by using 
that 10 percent of the Federal bndw^t which goes to local governments. I support 
cutbacks at aii progirams of the Federal Government Generaliy I would see three 
areas of importmxce in your deliberations: 

(1) You will have to increase ^-^eral revenue sources in order to balance your 
budget. : 

: (2) Spending restraints in all ai all lessen the need for more revenues. Domes? 
tic: spending: cutbacks Jiave bee" rring since 1980.. L do Jiot think: that, domestic 
cutbacks should be the only, ar r'cVecT in .your new budget. For .example, in jthis 
booklet,. "The Euc^et in^ ^oii. i- these charts demonstrate how the jilan 
is to_ use only iocal assistance . _ ^^rania. : balance you r expenditures^ For in stance: 
National_aefense budget increaseajJnternation'^' ^iffairsJbudget increases; Oeneral 
lence, space, and technology increases; Agricu. _ . . i;.increaseauT^ 
i:eases; _ Education, jnaintaina;^ Training _and _erri ul ;*TDBnt_ .maintains; _Heai_; ; _ jiro- 
rams. in.cre.asc^_Medicare iacreases; ..SociaL.Secuticy increases;. y.eterana_beDeGts_inT 
tr^?ase;__Admijijs.tra.tion. of J_us_t.ice increases; Federal general government increases; 

and Jnterest payments increase.. 

_ The only, areas . slated .for decr^flses are:, energy , deve.lopjnenti com mun.ity .deyejop- 
ment^. and_genera.i .pu.rpps_e fiscal . assistance to local governments.. .Som.e.t.hin'; **eems 
wrong, to m.e^You. are .trying tp cut ^our. exj)enses..(yo ur tax bil j)..lw. shiftins. cosis. to 
local governments. Your tax bill may go down, but the local tax bills wall increase 
and np tajc relief is realize^ ^ 

.. Lprotest increased spending in all these are to be done at th^e expense of main- 
tai.ning local necessities, like roads, schools,, and local. notice 
today that this invited gathering of spe the municipal view- 

point.. The highest percente population lives in tp\yns and cities, yet they have 
the smallest tex base o all with which to co the federally mandated pro- 

grams for which you plan to cut out financial su 

(3) Tax reform, the final area whi^^ you are cpnsidenngi is indeed effort, 
One area which I encourage* you to rectify are the corporate tax loopholes, which 
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have allowed the equivalent of two limes the 1987 cutback proposals to bf- .fi»?ct- 
ed in taxes* This correction alone could provide enough tax income t< »../c the 
Gramm-Rudmari mondaia. 

My local iises of Federal revenue sources in Madison county are; 

The Community Development Block Grant, which we us^ to deyeipp a spjid 
wfiste managemejit^sysU'rn^ at a more sophisticated level than we felt we n€^ed» but 
which jvas mandated by i'\^deral regu^^ 

Geheral^Jleveriue Sharing, w it; ajx/ut ^ ^rcent of my total budget. We have 
tried to use this money source for ciipital iiiiprovements, but during the last 2 years 
we have been using it for supp^ and general office operations; 

Payiheht-ih-lieu of Jaxesj 

Gonimuhity Seiyic^^^ 

Federal Highway aid ^ we have 1,200 miles of county roads, and ajjproximately 
200 miles of State and F^eral roads in m^ is supported 

hi 5,000 pwple. We heed outside financial support to continue the serv'ices for 
people traveling to and thrqugh pur county; 

Forest service receipts and mineral leasing; 

Job Training Partnership; 

Incbnie Energy Assistance; ^ ^ 

Agriculture assbtance a^^^ 

Disaster relief. I _would comment, however, th^ use of this last funding source 
has been remarkably complicated and unsatisfacto Two years ago we had a disas- 
trous flo(^, and mem agTicultured p<wple applie;( fbr low interMt farm loans 
to hf?lp them rebuild. That is as far as assistance has come. They have applied, noth- 
ing has happened. ^ __ _ .. 

III order for us to continue the acti viti*^ for wh^^^^ we use_ these JFeder^-^"^^'^ 
ippney^ we miist start charging fees, because pur _ State jaws prohibit my county 
from levying more taxes^ We have reached, pur ma^ If we do not 
begin a fee-fpr-service system, then the services must stopped, 

Yp ur responsibility is to deyeipp a balanced budget , . _. but do not dp it with the 
i Q I^rcent pf the total Federal budget that supports 3'oui' national mandaU^ at the 
Ipcal leyel, Let me_d^^ — fund local services . . . you do jaurs — fund national 

programs and regulations. 

ITie Ghairman. Thank you. - - 

_ _Alec Hehseh, the Montana League of Cities and Towns. Wel- 
conie. 

STATEMENT OF ALEC HENLilN, JIONTANA LEAGUE OF GltlES 

AND TOWNS 

Mr. Hensen. Mr. ehairman aiid members of the committee, I ap- 
preciate this bjgpojrtUnity tp^ sharing on 
behalf of the 125 cities and tov^ms that are a member of our organi- 
zation. 

We prepared a treatise on the issue of revenue shaiing yesterday 
in_the officej_and I summarize thaL So gQing[ to_get 

today is a synopsis of that summary. But 1 do want to reiterate 

what the people from Washington and Idaho said. 

- Federal revenue sharing is critically important to the State of 
MohtarLa^^articmlar^^ towhs^ The cities ahdjbowns 

of tins State recer;'^ about $7 million in Federal revenue sharing 
ingney lMt_iear. Now^ I fa^ sound like a_lgt_pf 

money, particularly when you deal with the nunaJbers that come 
acrgp your desk j|very day in Washington. But $7 mUIign to jUie 
cities and towns of Montana is niora than 15 percent of total mu- 
nicij)al j)rg>ei^ cgUecticms in 19^ is gone, 

we're going to have a ton^ time making up 15 percent. 

I thinks we've ggtjiwo wa^ of ddihg it. We can reduce spen 

or we can raise property ta«r . I don t think either of these alter- 
natives at this time is practical, workabte, or acceptable. We have 
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in the cities and idwris in Mbritaria increased bur budgets over the 
last 10 years at a rate which- is one-third the rate of inflation. 
We're losing the race with inflatipn in municipal government in 
the State of Montana by 67 percent. There is no place in most of 
t^ose bi?dgete for addiybn^^^ cuts without getting into programs 
that people need and deserve. 

Qn J^he^pther hand^ if we are required to increase property taxes 
15 percent to comper^ate for the loss of Federal revenue sharing, 
I'S nbt sure we_ won't haye a revolt on our hands. Montana has 
among the hi^est property taxes in the Unit'?d States. We have 
tried and have dbne everything that we could. We have not been 
able to keep -the tax rates down. They are high compared with 
other StateSv How are we going to go tc people in the State of Mon- 
tana and ask them to pay more property taxes to make up for the 
loss of Federal revenue sharing? 

J would hope that this committee and the Cbrigress cbuld find a 
way in the entire context of the Federal budget— and i understand 
the tremendous pressure to reduce the deficit— ^but l_ would hbpej 
on behalf of the cities and towns in Montana, and the people that 
live there, and aJl across t^^^ country, that tjiere is a_way to main- 
tain Federal revenae sharing because it's a program, that worl^. It 
does the job and delive^^^ the services, I think as efficiently and as 
economically as possible. Thank you. - 

The Cmairman. Tl^^ very much. I want to thank the wit- 
nesses for their testimony. 

I ^m .going to sute to you some questions that I 

would like ^each of you to respond to. I won't do it now because of 
the limitatibn bf time have been very, very pointed and 

very cleaj: with regard to your testimony. 

Mr. Weber. 

Weber, i will-follow the chairman's good example. 
"Hie Chairman. Mr. Williams, 
^^r. WiLUAivis^ Just to say thanks to Mr. Dorialtisbn, Ms. Mc- 
Alear^ and Mr. Hensen Xor coming here and giving the members of 
this committee a clear Montana x^ant^ 

ties that wall happen here if we slash spending upon which Mon- 
tana cities, towns and counties have jeHed. TTie message from you 
and the other wtnesses, both Montanans and non^Mo r'anans, has 
been very clear and I appreciate your being here with ^ 

The Chaifman. Mr. Derrick f fom South Carolina. 

Mr. Derrick. I add my tMnks_tp_vou for being hero, and thank 
you for your very interesting and thoughtful testimony. I look for- 
ward to maybe giving you sbrne questions in writing at a later date, 
if that wot'l;5 he OK. Thank you. 

Tl^e Chairman. Mr. Do Washington. 

Mr. towRY. Well, Mr. Chairman, it was excellent testimony. I 
appreciate _it^ 

The Chairman. Mr. Fazio, 4:he gentleman from California. 

Mr. Fazio. Thank you, Mr. Chairman. I would simply like to 
thank these witnesses and all the others who have come befdre us 
today, and bur host, Pat Williams, for bringing us out here, it has 
been a very beneficial day. 

The Chairman. Mr. Wolpe of Michigan. 
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Mr. WotPE. Thank you, Mn Chairman, i, too, have been very im- 
pressed by the quality of the testi^^^^ was simply struck_ by the 
similiarity of the peopleJn this part of the country and that of my 
dwh State of Michigan. Thank you very much. 

The Chairman. Let me again thank this final panel for their tes- 
timony. More inportanUy, let me thank all of the witnesses who 
h^Vi .^P^l^r©^ before the House 

heid field hearings for the second time this year, as we look at the 

1987 budpt. 

I want to thank all of them for their testimony^ I rhink clearly, 
we are leaving with a better view of how the Federal budget im- 
pacts upon the citizens of this great State of Montana. Even behind 
that, how it impacts upon those in the region, how it affects power, 
electricity an^ ^r^owth, how Jt__afrects the educational 

needs of thia State has heeit clearly pointed out. At least this 
Member has_ learned several, things, phe^ that educatibh is a high 
priority in Montana. TSvo, as we go to deficit reduction, if we can 
only do it through spending cuts, I hear cbmmissibriers and State 
fepfesentatives and the Governof saying make it equitable, make 
it fair. Don't do unto us what you're not willing to do unto every- 
body. eJH? • Finally, ! hear ypji saying ther^^ are some special _needs 
in power, some special needs in agriculture, some special needs in 
highways that affect you rhuch more so than other areas of the 
country. 

This testimony will become a part of our* record. As we begin to 
fashion an alternative budget to that which was defeated fester- 
day, the^ President's budget, we will take into consideration these 
things that you have shared with us. You are good citiz. is^ riot 
simply of Montana, but tbnt which joins all of us together, : * nether 
we are from Mbhtaha, Washingloh, North or Sbuth Dakota, or 
Pennsylvania, New York, Florida, Texas, Alabama, Mississippi, we 
are Americans. 

'IX^nk you. TTiis he^ 

[The following addiTi<:nal material was submitted for the recCK' } 

Prepared firAXEMENT of John Buffaix>horn, President, Northern Che*' 

1'ribe 

My hahie js John BiiJTalohorh. I was recently elected as the President of irie 
Northern Cheyenne Tribe. _ ____ _ - 

This position statement is somewhat general in nature. I djd net Have ah opportu- 
nity to disuss the statement with the tribal council due to the lack of time. 

Even thpugh specific infprmRtion is lacking at this time, the austerity of the re- 
ductions, in Federal funding Jiay^ adverse economic and 
social. imj)act_ on my_ Cheyenne_P€pple. Some exam ples are: 

f l)_£)ur_ patients who dejpe_nd j:pcn__tb e _kidney dialysis machmes will _haye ^ 
transported to_ Billings, Montana from th^ reseryations;_a distance_of_l_d5 miles _one 
way. We presently have dialysis machines in Lame Deer, but. with, the anticipiited 
budget cuts, we will no longer provide the service. The long journey to Billings, on 
the average of three times a week for each patient, is very hard on the patients. The 
patients dread the long trip to Billings. Some are discoaraged and do not want to 
make4he long trips. 

(2) The uhemplbymeut. rate is increasing rapidly. Although I do hot know the sta- 
tistic^, it^is very obvious that maiiy rhdre people ^re biit bf^wdrk. College graduates 
and some of bur p^ple who have acquired sp^cisdized training are uhemplci>^d. The 
unemployment rate h seyere social adverse impact on bur people. Idleness per- 
petuates the use of alcohol and drug^. 
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_ (3) Financial aid to the students is beirijg: reduced. Some of the students will hot 
graduate becaase of the budget cuts. We cbhtiriiie to emphasize the need for good 
quality education and yet our financial assistance to the students is bein^ reduced. 

(4) The Elderly Food Program is beings affected adversely; bur elders are only re^ 
ceiving one meal a day and the^iiality of food is ininimah 

(5) We will not be able to finance bur summer recreatibrial programs for our 
youth. __ 

(fi) The Housing PrbgrjEuh fbr bur Ibw-ihcbme pebple will suffer greatly. 

These are jiist a few of the programs that are_goinjg to suffer most severely from 
the budget cuts. We cahhbt tblerate^urther budget redujctions. Dur access to the pri- 
vate sector is almost hbhexistent. The proposed five percent reduction will create 
mbriB hardships that we cahhbt cope wit^. 

Honorable Pat Williams, bh behalf of the Cheyenne people, 1 am asking for your 
full support is keepihg bur jDrbgrams in dperatibh and for your help to find in- 
creased funding to imjprbve bur ecohomic situation. 

I appreciate the bppbrtuhity to submit this brief position statement. 



Prepared Statement or Jim Campbell. Commissionj^ Lewis, and Clark County 
AND Urban Rei'Resentative, Montana Association of Counties 

As_ the MA(^ (Montana As^ of Counties) Urban Representative I wbuld 
like_to_preseni;: tD_you^the findings of our short survey. The six largest coiirities in 
MDntana_participated:in this, survey. Tlie county cdmmissioriere wha responded rejH 
resent a_in^ori^:of the people who iive in the' State of Mbhtaha. This survey cbn- 
cluded that the F'ederal deficit must be reduced. That was the easy question. Hbw it 
should i?e Teduced generated a lively response. All biit one county cbmmissibher 
a^eed that spending must be cut. The majdrity istrdrigly urged rediictibri in military 
spending with some reduction in foreign aid and only one cbmmissibher felt that a 
balanced budget cduid come at the expense df domestic prbgramsr 
_ Asibr increas'-d revenue; almost ail cdmmissibners felt that there was a heed to 
increase taxes to help reduce the Federal deficit. The majority of the cbmmissiohers 
indicated that corporate income taxes shdiild be increased and that the persbhal 
income tax structare should be looked at to ihcriease revehuie. In short, we waht the 
Federal deficit reduced. vH£h a majdrity df the reduction to cbme frbm military ahd 
foreign aid; and with Government revenue increased thrbugh corporate ihcbme 
taxes and to a lesser extent peredrial iricbme t£^ _ 

You may say we ddn't understand the complexity bf militat^-expehdjtures or the 
vital role foreign aid plays to maiiifeih a dbmihaiit role for U.S. interests ih world 
afiairs^ You are correct. We dori*t. But, as c^uhty commissibhers we certaihly do 
know about suicides, hdmicides, iind birth defects. We khbw abdut rodents, mbsqui- 
toes; and weeds. We kndw about *ape, jails, and hursihg; homes. We know about 
rickets; German measles, arid AIDS. We khbw ^bout dust, potholes, ahd uhsafe 
public facilities. We krldW about child abuse and elder abuse. 

We also know about the Fair Labbr Standards Act, Federal jail stahdards, and 
Executive prder 11246. Arid we kndw about well-ruh programs that offer our people 
decent housing, good trarispdrtaticri systems to move people and products, and we 
know the benefits df a healthy eor»-'>nvyr arid a healthy ehvirbnhient. We wdrk daily 
With public safety, public \vri- ic health, parks ahd recreatidn, hdusing and 

community deve vpnieht, c a arid hatural resources. Tliey all take money. 

What we need ! a ^-"oil.isive tt^^^jral fiscal pwUey thai acts in partnership with 
^ocal dfiicials td . ' ^-rich cbriiriiuriity ih these Uhi^ed States a liveable place fcr 
ydu, yC\it fariiily , , .v. iriends to live, wbrk arid die. 



Prepared Statement OF the Montana Wheat Research and_Marketing 

CONXMIITEE, PrESEINTEO BY WiLUAM BrINKEL, Jr., CHAIRMAN 

__The_Mdntajia Wheat Research and Mar!ceting eominittee is an dfficiial agericy bf 
the state. of_ Montana; represents^ approximately 18,000 vdluntary farmer riieriiberisi 
and is involved primarily in research and marketing activities related td wljeat arid 
barley. This agency is directed by seven commissioriers— all active grain producers 
who are appointed by the Gcvemor They are fixed with the responsibility bf prb- 
motin;^ programs to enhance the value of grain in Mdritaria arid fiirid riuriierbus pro- 
grams annurfly to that end. _ 

The admmistration^s budget proposal for fiscal year 1987 threateris the k-y 
market development programs fo! 67 cddperatdr drgariizatibris. If t.iis budget wer*. 
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t^.b^ adopted^ fu^^^ for the Foreign Ap-icultural Service Cbbperatbr Programs 
wo_uld be efteclively cut by 50 percent. 

__F0T wheat, corn bariey and sorghum, this recbmmehdatibn would have a dramati- 
cally negative impact on U.S. vVheat Associates, Inc. and the U.S. Feed Grains 
Council. These two drganizatidhs are the vanguards of cooperatbr j)rqgrams._For a 
quarter a century, through groups such as th/>-se, farmers, with thejiLcheci-off 
dollars, have joined with government to build foreign markets_for U.S. agricultural 
prbductiori. Arid^ the success of this joint eflfort has been_ outstanding. 
. Af^^y /"n^ii^_or the magnitude^M _by Ihe administration would 

result in a scramble by tne State commissi_oiis_8uch as ours to make up the shortfall 
increasing producer funding_of overseas activities. But, even the least pragmatic 
amonil "S realizes that it_ would be_ impossible to completely offset^the loss of FAS 
fu^dins-. Tbe result would^ the_n^ be to reduce the internatibnal effort; cut foreign 
qflices; r^uce_^taff; .curtail programs, in effect, severely handicapping efforts that 
have been carefully developed for many yeare. - 

And »- this couldn't happen at a woree time. After years of struggle in the 1980's, 
tlie U.S. farmer is rapidly xidming into a pbsitibh in which he can be, once more, 
price-competitive with his foreign cbmpetitibh and :s in a position to_ wm _back_a 
major portion of the market share which he lost in the last thfee_yeara._ But, what 
do^ it mean to be competitive if the;\,' are no markets to absorb the jiroduct? Vrjiat 
kind bf signal are we sending to the competition— countrier »uch as Canada zrnd 
^"stralia, as thov begin to imitate the_ Unite^^^ market devel- 

bjjment acti^^- jt .•::■*? At the same time are_we_puliing away from doing what we have 

always done best, they mlLbe naovin^forward. 

THe United Stat^ C^^ Food Security Act of 1985 gave a clear 

mandate to increasing. the export cf^mpetitiveness of U.S. agricultural products. For 
this_ ref>8on,._loan_rates for mrjor commodlti^ Were ciit drastically arid additional 
aythorUi.es were provided in the bill for enhanced export credit facilities and other 
programs designee/ to improve American competitiveness. 

The Congress, in another section of; the bill, signaled its intent to maintain _a 
^dabje government/private bverseas market development pprogram^ Section J_li6(a3 
^?^' i?^ the sense ^f Ck>hpre88 that the cooperatbr market developmentprogram 
of the Fbreigh Agricultural Sei^ace should be continued_to_help de:velop new inar- 
®^P^^ and maintain exi-ting marketslior United States agricultural com- 
"^^i^^es, using nonprofit agricultural tkade associations to the maximum extent 
practicable. 

WTien the UJ, b_"Ian^^^ has reached record highs arid when U,S. 

apiculture M reeling, from, overproduction and shai-p declinet> in exports, it is the 
time to expand _Qur_ commitment to market develbpriierit arid ribt to cut bur 
by__half._We_wish to crfl on the adiniriistratibri arid the Congress to reco- 
vital importance of exports to the c.gx iCiiltural cbiriiriuriity and to the count 
storing the FAS cooperator funding to $51.1 millibh ($49.1 million nsca^ 
level plus $2 millibri bf exparisibri.) 

fWhereupon, at 11:03 a.m., the committee adjourned.] 




EGBNeMie AND FISrjAL_(> >N ■ >H ' ;.;MS IN PURaL 

AMERi»: A 



The committee met, pursuant to notice, at 2:35 ^.m., in the Me- 
mpriaLAjiditgrium, Wbrt^^ Hon. William H. Gray III 



Hiank you; Mr. Mayor. Goci aftefnddn, ladies and gentlemen. It 
is a pleasure for the Budget Committes of the House of Representa- 
tives to be in Worthington, MN, today. As chairmah, J want to wel- 
come Hon. Jim Ni^^^^ the State commissioner of agriculture, and 
the other distinguished citizenis of Minnesota who will be present- 
iiig testjmoiiy _tp_us. 

„^Joining me today are Congressman J^iri Webe^^^ invited us to 
Worthington, and four other members of the Souse Budget Xfem- 
mittee. They are: Congressman Mike Ix)wry_gf the State of Wash- 
ington; Congressman Butler Derrick of South Carolina; Congress- 
raan Howard Wolpe ^f Michigan; arid Oarigressmau Vic Fazio of 
Califgrma^ In Mditi ^ witkjtis is Congressman Tim Penny 

of the nei^boring First District of Miririesbta^EAppIauae.] 

_03hgresAmah Penn^^ sits on the Agricuiture; Veterans' Affairs, 
and Education and Labor Committees of the House of Representa- 
tives. 

^^This hearing is the seventh in a series pf_.ield hearings held in 
differeri_t_regions of cHe country. These fieid hearing have ^ven 
the conmiittee an opportunity to hiear the_ cbriiriiehts of a broad 
range of witnesses on the 1987 Federal budget. 

Our hearir^ this afternoon will focus bri the econbmic condition 
of agric^ulture and the impact of the br/%et proposals x>n rural 
America: You, the citizens of Worthington southern Minneso- 
ta, knbw all too well the condition of agricuiture. Farm income con- 
tinues to stagnate: In 1985-the total niet farrii iri_cbrne^ _a(^usted for 
iriflMoh, was $1_2 billion. The USDA estimates that net real farm 
income wi3? fail to $10 billion this year. If that bccurs, 1986 will be 
the secor 1 pobrest^ear income during the 1970's and the 

198G's. in 1983 we had the worst year, with net real farrii income of 

only f7 biilibri^ 

Farm exports also continue to- decline. In 1985, fariP exports 
were $31.2 biljibrij a_29$e_rc_ent de^^^^^ record year of 

1981, when our Nation exported $43.8 billion of farrii cbriimbdities. 
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The USE)A projects another decline in exports in 1986 down to $29 
billibh. I believe these export declines reflect the impact of j-eeord 
Federal defic^'ts (»ver the last 5 years which have contributed to ah 

overvalued dbllar._ _ _ _ 

Against *:his backdrop; Congress will have to consider proposals 
that reduct Federal _i)rograms assisting agrici Iture and rural 
America by $T.2 billion; or 20.5 percent below the current policy 
level. Amoni? them are proposals^ to .ph^ 

nate Farn:;.:s Home rural housing loans, to terminate rural water 
und waste disposal _grahts, to privatize Fedieral crop insurance, and 
to reduce the USDA Extension Service by 57 percent below the cur- 
rent 1986 level. 

However, the State of Minnesota is not interested in rural pro- 
grams alone. Minnesota's citizens are ajsb c^^ 
care, student loans, vocational training, law enforcement assist- 
ance, aid to education, and the hatij)nal defense. 

All of us want to reduce the large deficits projected for the next 
few years. Deficits of $2QD billion threaten the stability of ojir ecbn: 
bmy and__affect the ability of all Americans to achieve memy of 
their personal goals. We are also committed to mmhtaihihg a 
strong hational_deferise an d good international relations. The_ ques- 
tion is how we do go about achieving these diverse goals within the 
limits of the natibnal de^^ ^ 

The witnesses today can help us determine which budget prior- 
ities will allow rural_ArnericajLas well as cities and individual fami- 
lies, to achieve and maintain the fbcal strength and the individual 
independence required to sustaih a strong riatibnal recovery. 

This is yoar hearing. We are here in Worthington to learn your 
priorities and your views o.a how to desd with the Fede^ 
Unfortunately, we cannot stay for several days like we would like 
to. Therefore, we have had to be selective _m_putting^^ 
witnesses. However, anyone who- would like to submit to \^.s your 
testimony, your views on the budget, and the chbices we buglit to 
make as we tryjx) deal with deficit reduction, we urge you to do fo. 
if you will submit your written testimony within the next S jvbrk- 
ing days,_it will E'^ into the official record of these procer^dings. 
_ At this-time i would like to recognize a member of the House 
Budget Cbmmittee^ the distinguished Congressman from this 
region. Congressman Weber. He iicvs a few opening remarks before 
we turn to our first witness. 

Mr. Weber. Thank you; Mr. Chairman. I will try to be brief be^ 
cause wt> are late. 

I would like tc thank evei^bo-iy on the committr^e for being here 
today, and I especially want to tjiark the^m^^^ have 
cbme here to show the committee iiow importsi^t our work is to 
what goes on in rural America and how se? ibus the crisis is that 
we face^ in rural America^ ^ 

tet me say that we came from Helena, MT__this morning where 
we he_M-d _testimbhy from that part of the countiy-r-some of it also 
relating to agricultuie. It has been a real pleasure for mejravelirig 
and, eveii thougli^rra the only Republican in this seven^mmi dele- 
gation that's bean flying around over the weekend, I did ask the 
chairmih why they hai biily parachute. But he p-sured me 



92 



89 



that was a Gramm-Rudman cut and not anything political. [Laugh- 

tet me say, Mr. Chairman, that the witin^ses that we re going to 
hear tqday are going to be able to speak better than any of Us on 
this committee could. But the committee should know that you are 
today in the very heart of American agriculture and the very heart 
of the American agricuItUral crisis^ We nave had eight bank fail- 
ures m this congressional dbtrict, and in this part of the State of 
Minnesota land valui^ have fallen 60 to 70 percent and continue to 
decline. Prices have been depressed for several years arid farm 
bankruptcies are at record levels. 

Yesterday the Gongress of the United States voted dbwri_Pr., i^i- 
dent Reagari/s budget. Thatis now behind us. Now we face an e\ a' : 
more ominous cloud on the -horizon, and that is^the cloud bf trit; 
automatic, ac:;gs^^^ budget cuts of Gramm-Rudman that 

Will go into effect if our- committ'^^ does not firid ah alternative 
means of reducing the deficit fn 'Uion. 

Everybody in agriculture unt • • Is arid supj)brts the need to 
reduce the budget, deficit becav . * v. at it does to inter^t rates 
and the strength of the dollar : :^ - effect that has on agricul- 
ture.. But we will hear today fra ; - ^ le that will make clear that 
those budget cuts cannot conie at ^ic; experise of the programs that 
are vital for the survival of our way of life in the upper Midwest. 

for coming to the 

3ecohd District of Minnesota, i want to thank my colleagues for 
joining me, anrJ I Idokjbrward to the testimony from our witnesses. 
[The prepared statement of Mr: Weber follows:] 

Opening Statement op Hon. Vin Weber 

I'd like to thank the members of the Budget Committee, especially Chairman.BilJ 
Gray^ for attending this important hearing. Being here today, reflects your_ci)ncem 
for rural America and the problems it faces^l know this hearing will provide all o^" 
us -With important insights as we work oh the 1987 bu'' ;et. 

As Federal- deficits have continued to mount, the Budget Committee has movid to 
the ^center of cbhgressibhal actibh^This year, as we worLto reduce_tJie deficit to 
$144 billion, the Budget Committee will be facing extremely important— and ex- 
tremiely difTicult— dec4sibhs. 

At the same time that Congress must deal with thedeficit^ rural America desper- 
^ly r-eeds effective Federal jpblicies. A flood of econom:^; j^robJems have devastated 
the iagricultural ecbhbmy. Land values are plummeting^ Com_modity_ prices ite far 
below the ob^ of production. Farmers are trapped und_er_Bn_ unmanageable debt 
burden. All of the.3 factors stand as signposts of the gravest economic crisis since 
the Depression. 

_ Responding to the dasperate needs of the agricultural economy— within the 
budget^constraints we face— poses a great. challenge._niis_iiearjng will pinpoint 
isbme of the greatest needs and indicate where the best soliztions lie. : 

^Our panels reflect a broad spectrum of agricultural Jeaders. Panel one is a gener- 
~ o^e^view of the a^icuUural economy , The wit nesses_on this, panel include Agri- 
culture Commissioner Jim Nichpjs, recognized, an influential voice for farmere 
fY^tjO'^^yj^l this state_but also around the_country^_Other_jnembeK of the panel in- 
emde leaders from farm organizations and an economist from the Univereity of 
Mmnesqta. 

The s^bndj)anel, made up q^^ and borrowers, focuses bri 

the credit needs of rural America, The third. panel.looka at some critical progfams 
for our part of the cpuntiy,^ including. thei. Minnesota Extension Service, rural elec- 
tricjioops, and Fanners Home AdmiiiL^^ 

. Yesterday, the House voted on President Reagan's bndget. I joined the vast major- 
ity of the House in. voting against .that budget and the propc^als it included. It is 
clear th r this budget does not reflect the priorities of Congress. Th«j challenge 
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feefore_ us now is to bui ld_o ujr own budget, and_pu r gua ' t . to establ ish prior- 

ities.that recognjjse t he importance of the prograrns we . i ' ^ on today. 

We_ know for certain that_ Congrj^ wil 1 _ not adopt the President's budget. Hp wey- 

er,_anotJier possLbiJit^ Jogms that wU^^ iust_as_dbastrous to rural AmeriA'ra as the 
Preaident'aproposabii the automjatic cuts of Gramm-Rndman that take effe<:t onJy if 

Congress fails to. enact eJTective budget. 

. The automatic cuta ot Gramm-Rudiaan _wiU bit rural Am_eric_aiiist as hard~an^ 
harder in some cases— than the _pro_posals in_ the President!s_ budget. That's what 
awaits as if we don't make the jJecisions ourselvea^Jf^ for instance, we had to_slash 
the deficit by $40 billion through automatic reductions, programs that are vita) lo 
rural America would take a stiff 16 percent.cut _ 

For example, funding for deficieiicy .payments,_ crop, loans, and milk purchases 
would be cat to well below the level in the P.resi_-lent*s budget... As_anQther _example^ 
the administration calls for unacceptable reductionsin REA,.and.the automaticcuts 
would be equally as severe. From the farmers Home Administration to the Agricul- 
tural Extension Service, key programs for. rural Americi would face /^ -.ap and indis.- 
criminate redactions if we allow the automatic cuts to kick in by not enacting an 
effective budget oureelves. _ _ _ . 

That reality makes this hearing.today even more. important. There are intelligent 
and effective wa^s to reduce the deficit. To avoid mindless cuta .Congress m'^st ^tah? 
lish firm priori ti^ itt federal policy, leading to a budget that funds critical programs 
and eliminate unjustifiable spading. . : 

An important part of this process is the need for cooperation between Semocr^ts 
arid Republicans. I am encouraged by the openness my Democratic colleagues have 
shown in attending this hearing in Wortfaington. As we gc back to Washington and 
take up our work on the budget again, I hope a spirit of bipartisanship will previu} 
If we don't begin to work together now, the r^alting stalemate will lesd to disaster. 

Success in meeting this challenge depends on congressional initiative. If Ckmgreas 
takes action, we can reduce the deficit intelligently and effectively. ff CongressL fails 
to act,^ we will get disastrous policies by defealt. Congr-^^s must not feil to act I 
hope this hearing will be an iriiportant step, as those of us on the Budget eommitt3e 
work to establish a bipartis l^onserisos on the budgri't. 

The Chairman. Tha^^ : 

Before we begin with our testimony; 1 would like to urge ^ ail of 
the wtnesses to surn]^^^ testimcmj^iri 5 m^^ 

allow us to proceed with indepth questioning and have an opportu- 
nity to raise many issues, with you. We have your full testimony 
which will be entered into the record in its entirety. Therefore, if 
those witnesses who are waiting to appear before j^^^ 
review your testimony so that ^ you cai^ summarize it. Thus; it 
would allow for greater qiiestibriihg by the members of the cbmirit- 
tee. 

The first panel that we will hear Eugene Paul, legislative 

coordinator, Minnesota National Parmere iSrganization; Merlyn Lo- 
kensgard, the president of t^^ Farm Bureau Federation; 

and agricultural economist from the University of Minnesota, 
Dr. Michael Bdehye. Th^ will be giving a general agricultural 
ov^Fview.^ 

We welcome you gentlemen to this hean^ 
begin in the order you were called. Please proceed in summarizing 
your testimony. 



STATEMENT OF EUGENE F. PAUL, LEGISLATIVE COORDINATOR, 
MINNESOTA NATIONAL FARMERS ORGANIZATION 

Mr. Paul. Mr^Chairmarij inembers of the com 
man Penny: i am Gene Paul; representing the Minnesota National 
Farmers Organizatibh^ 

- -First of all let ma than^w you for ta!dng the time to corns to rural 
Minnesota to hear first hand an account of the situation which 
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exists in th^e areas today, I extend a special thanks to Cohgress- 
iriari Weber for this hearing, 

1 am confiderit that many facts and figures will be presented to 
you today which will reflect the seriousness of the situation. I urge 
you to study those facts that will be jjresentecL and I trust your de- 
cisions will be based oix a clear understanding of the ramifications 
of Jthat decision. _____ 

Rather than repeat many of the numbers^ i will take my time to 
focus on two particular reasM^ not only for 

farmers but also foronsumars, people in the cities, aiid, indeed, all 
Americans, to fund the crediy^rggrams which will make it possible 
to maintain strong rural communities. 

- The '^" '•oblem which exists tc^a^^ naiiibers of farmere, 

dollars of debt, or bushels of production. It involves f od and it in- 
volves people. First of all^ let's deM with the food issue. 

A transition is taking place across rural America, and those 
peopl® Wt )^are facing financial stress are the individual owner^^op- 
erator farmers. These 3re the farmers who have provided this 
country \Hth an a^^ of reasonably priced food. As 

these farmers find themselves in a situation where they can no 
linger obtmn credjtL they ^ ^^^^ losing control of ti ? ownership of 
land and, as that trend is allowed ta continue, the A^tiership of the 
land will_ fall mtb fe^ fewer hands. Whoever owns the land 

controls the supply of food. 

__5^P_se_who_do iiot view the present situation wii J i alarm seem to 
concjude that our present farming system will bv_ replaced with 
some sort of desirable industrial agriculture. Thr definition has as 
^_^^.^^^^^i°^s a=J there , The evidence at 

hand in the case of broiler production and cattle irjeding clearly in- 
dicates, however, that very largg^ corjxlrate f-rmihg operations 
have little regard for public welfare. With huis^or in our cities a 
growing problem, with growing elderly population, and 

with a good number of ouj: scjiool age children now living in pdvier- 
^JT^a^ .happens if biir past system of easy s^r^ess to an abundance 
of food is replaced with a system centrally operated purely for 
prdfit and based gri i. cgntr^^^ with no access to abun- 

dance f society's needs?- in addition, we only need look to bur 
heighbciv: in Centra^ South America to understand what hap- 
l^r^nsi N^r? "!? Irad ffi owned by a few. So our American citizens need 
to Jisiu rHf:mselves, Who do I want to control the supply ^^f food in 
the future? 

__ The second issue, of course, is psople. In this fifth year of decline 
ing net farai income, we are now concerned about the survival pf 
the balance of producers who rely primarily on farming and ranch- 
ing for their -famny income. T^ies^^ for 
the land and support the rural businesses in their communities. 
Thf^i'^ -onsist of husbands, wives, an^^ want to make a 

livliig and want to suppo ^nemselves and their farms: Tliey want 
to send their children to the lbcal sch^^ to attend the 

local churches, and the:' want to support the businessmen in their 
neighboring towns^^^ hwlp they need 

this spring, they will not just disappeaj-; they will seek employment 
and compete for jobs in bur cities where uhemplo3anent is already 
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high. If they i pi unsuccessful, they will find themselves on the wel- 
fare rolls. 

The point x r i making is this: Sociiety arid bur ecorionjy wijl 
have to deal vAtli these people at one time or another, in one fash- 
ion or another. It would be far better to keep them employed and 
supporting themsexves on their farms. If not, we^will have the 
ripple effect of rural townspedple foUdwirig thiem to the cities. 

In summary, I believe there are two issues we have to deal with. 
Who do we want to control the land and ultimately duf fddd 
supply, and what is the best way to deal with and help the people 
involved? 

In closing, let me say that credit alone is not the answer. Farm- 
ers must have a price which will enable them td retire diebt, pay 
operating costs, and support their families. We ,vill continueL to 
work for the enactment of gdod, sdUrid farm legislatidri, but the Na- 
tional Farmers Organization believes that ultimately it is the right 
and responsibility df farmers td jdin tdge':her iri the marketing df 
their production so that fair farm pHceic "'an be negotiated in the 
marketplace. 

In that regard, let me just that u'^r have seen a good example 
df this just recently when '^innev fe i^'armers Union arid the 
National Farmers Drganiz;. Parted a joint iiv&stock marketing 
prdgrarii. We believe this^p^^ will be highly^ successful^ a^^ 
believe that if farmers are not v/illing to help themselves, we have 
rid fight to ask aiiydrije else for hielp, either*. 

We urge you to approve the money that is needed to make long- 
term credit available to our farmierP, with the dppdrtUrijty to re^ 
structure debt. This will buy us time, as we believe the farm econo- 
my cari be tUrriied ardurid. When that _dccUrs, we would like to 
think that those who will control the land and the small businesses 
iri rural Amierica will be people with Jorigstaridih^ iri terest i ri tliose 
conimunities. We built those communities, we want to keep them, 
ari<J w(B think it is iri the coUritry's biest interest to dp sd. 

Ml . Chairman, again I thank you and the members of the com- 
iriittee for this oppdrtUriity to present dur views, Cdrigressmati 
Weber, I thank you again for your efforts in making this hearing 
possible. 

[The prepar«3d statement of Mr. Paul follows:] 



_ Mr. Chairman and membere of the commlttee^ first let me thank yyu ftjf taking 
the time to-comjg tci Turrf Minnesota to he-it. fa^t hand, an account of the situation 
which existsJa rural ar^B today. I extend ?? special thanks to Congressman Vfc'jet 
for.arranfdng; this_hearing. ._ _ _ :. _ _ 

_ As a^persm who is in_ daily, communication with farmers .and busing people who 
deal with fflrmejcs,JtiQtionly in ^inneitota, but the surrounding States as well, I am 

here_with_sojne_understanaing_QfJthe crisia which does exists _ 

I am_ confident that_many_ facts aiid.fijgures will he pr^ented tayou today which 

wiU reflect JJhe seriousness of_the_situation._I_urge yau_to study jthe facts presented 
and^trust your decisions will be based on a clear understanding of the ramifications 

of that decision. . 

_ _Rather_ than repeat Ji*any of_ the "nimihera'LI .will take niy_allot**d time U iocus 
ojxlwiL particular reasons w- ly it is_ important, jiQtL_Qnly for farmer ■■^r 
aumers, jpeaple in_the_cities aiid,^indeed^^^4mericuns_^ fund _t s 
which wilLmske. it possihle_to_naaintv^ji_8tron5Lrural .communities^. 
. Tlm.pcoblemj^''hich exists ifliiotiustjmmbers of faro^^ 
els of production, it involves food and people. 
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First of all, iet us deal with the food issuSe. A trahsitibn is taking place across the 
rural America, in that those people who are facing financial stress are the individ- 
ual owner-operator farmers. These are the provided this country 
with an a> undant supply of reasonably pn^^ As these farmere find the^^^ 
selves in a situation where they can no longer obtain credit^ they are losing ^ontrql 
of the ownership of land, and as that trend i^^ allowed to continue, the ownership of 
the land, will f^ 1 into _ fewer and fewer hands. Whoever _ owns the land controls the 
supply of food. lSpse_who_dp_not _yiew_the_presen 
elude thai our present farming: ^stem_yial^ repjaceiv^th a.desiraW 
agricuHure^'L'lliat definition or interpretation Jias _as_many_yaxiAtions.aaJthere.a^ 
people. considedngLit. Truth _ is, _ we _ simply_do _ not_kniiw _w5at _structure_ojr_mQde _of 
opej-ation _will fol Law.. Th.e .evidence at hand _in _ the cas&_oLiirDiLer jiroduction^ and 
cattle feeding clearly _indicates,_however,_ that very large corporate farming oper- 
ations h^ve little regard for ih& public. weJ fare. _ _ __ 

_ _We do _ know. that, our .present. siKiieties jaeeda involve a. continuing, access to an 
abundance of food Jbeyond that.norraally purirhasedJbiy the consaming public. Caring 
for oar elderly, meeting_the needs, of the. impoverished, and long-term unemployed, 
and providing a diet supplement for needy children in school, are bat a liew. 

With hanger in our cities a growing problem, with a rapidly growing elderly pop- 
ulation, with more than 20 percent of oar school-aged childrer* now living in pover- 
ty, what happens if oar past system of easy access to an abundance of food is rer 
placed with a system centrally operated purely for profit and based on controlled 
supply, with no access to abundance for societies rieedb? 

In jadditidn^ we only need to look to our neighbots in Central and South America 
to understand what happens when land is owned by a few. And so American citi- 
zens need to aisk themselves, who do I waiit to control the supply of food in the 
fiitiiriB? We hav& seen what happens to the tost when a few control any cbihmodity, 
db-we want bur food supply plac^ in that sitiiatibn? 

I questibn if we can produce the big grain crbps, livestock and milk at prices the 
country can afford if the whble system is changed to one bf absentee land bwnership 
mid the use of hired labor. ^ - 

The second issue bf course^ pebple. In this fifth year of declining net farm 
income we are now concern^ about the survival of the balance of producers who 
rely Primarily on farming and ranching for their family income. These units and 
the families who live there, care for the land, and support the rured businesses in 
the conimunity. ITie^^ and childern who want to make a living 

and support themselves on their farms. They want to send their children to the 
local schools, they want to att^^ local churches; they want to support the busi- 
nessnien in their nei^hb^^ 

if they do_not rMeiye the cred^^^^^ help_they needrtjfiey will not jiwt disa 
wijj_ seek employment, and cpmpete__fo_rjob^^ our .overcrowded. _citjes__where unem- 
p jpyment_i8.already Jbigh- It they are. unsj2.coessfu.U_they will _ find, themsej yes_ on the 
w_elfar.e. roJLs_._The j5oi_nt .1 _am .making_i_s_this^ society _and ilje. economy_ vidll. h.aye to 
deaLwith. these people_at_Qne lime or jinotheri.n one fashion. PtAno^er^Ji_would_be 
far l>etter_tD keep them employed and supporting Jthemselves on. their fkrms^ If njit 
we will also have the. ripple effect_of rural town people following them lo the juties. 

In summary, I believe the .two issues we have to deal with and are. really the gut 
issues we are facing are these; wlio do we want to control the land and ultimately 
oar food supply? And, what is the best way to deal with and help the people in- 
volved? . 

In closing let me say that credit alone is not the answer. Farmers must have a 
price which will enable them to retire debt, pay operating costs and support their 
families. We will continue to work for the enactment of good, sound farm legisla- 
tion, but the National Farmers Organization believes that ultimately it is the ri^ht 
and respbnsibility bf farmers to join together in the marketing Of their production 
so that fair farm pricies can be riegbtiated in the marketplace. Certainly, if we as 
farmers are hot willing to hielp burselves, we have ho right to ask bthers fbr help. 
— I urge you to apprbve the money needed to make credit 4a vailable to bur farmers. 
This^will buy us time as we believe this farm ecbhbmy caii be turned arburid. 

When that occurs, we wbuld like to think that those whb will cbritrbl the land, 
and the small businesses in rural America, will be people with Ibhgstahdihg inter- 
ests in these communities. We have little faith in a total system based lipbri absen- 
tee ownership and a large floating -tenant pbpulatibh whose commitment^ can only 
be of a short term nature. Mbst of our ancestors came here to get away from the 
system. A^ an organization, we resent that old system following us here and now 
destroying the very communities that are such ah important part of America. We 
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biiilt them— we want to keep them— and we think it is in the country's interest to 
do so, 

Mr: Chairman, again we thank you and the members of this committee for the 
opportunity to present our views. 

The Chairman. Mr. Lokensgard. 

STATEMENT OF MERLYN LOKENSGARD, PRESIDENT, MINNESOTA 
FARM BUREAU FEDERATION 

Mr\ IxjKENSGARa T^^ Chairman, and members of the 

committee, (Songressman Waber^ _ 

I sei^e M president _o^ the _ Minnesota F^^ Bureau and I'm a 
member of the Americar^ Farm Bureau Board af Directars. I farm 
St. Peter, ML where I raise cash crojjs and livestock. I really 
appreciate this opportunity to share the farm bureau's views this 
afternoon. 

In our view, deficit spending by the U.S. Goveniment has con- 
tributed signijficantly to the problems jacihg^ .agriculture today. 
Government borrowing has resulted in hi^ interest rates &r-all 
Americans, rates that have been crippling to many farmers. Deficit 
spending has also contributed to the high valuation o£ the U.S. 
dollar relative to foreign currencies, really^ i^^ pur far_m_ com- 
modities about as expensive as twice as much as a few years ago: 
With the tremendoua capacity of American farmers to producei 
which is much more than just our domestic need, we need healthy 
export marketi? to make agriculture profitable. 

__The farm bu^^^ urging responsible congressional action on 
the growing Federal deficit long before it biecaine populai. Swift re^ 
sponsible actipn in dealing with it is a top priority for us this year. 
Our ^iswer to addressing the deficit ia based on three parts: 
__First,_we _need a fair reduction in Federal spending on all Gov- 
ernment pro-ams. Secondr we should place a 3-year freeze on cdst- 
oHiving adjustme^ entitlement programs. Third, 

Gongress should enact a constitutional amendment requiring a bal- 
ahced Federal budget. 

The farm bureau supports the concept of reduced spending, but 
^he Gramm-Rudm^ to address the most 

urgent budget crisis, that of the continued growth of Federal enti- 
tlement pro-ams. Most p^^^ protected by 
Gramm-Rudman. We believe that agriculture's shar ? in those 
spading cuts, w^^ am^un_ts_ to $1.3_ billipn^ re^ 22 
percent of our total domestic cuts and it is a disproportionate 
share. _ _ 

If the Court rulings do not come out and say that Gramm- 
Rudrnan is uncbnstitiitibrial, the Jferrn burMu_w^^ 
amend the law to make cuts truly across the boards with no excep- 
tions except interest pa^nrri^rits on 

for Congress to balance the budget is by reducing the growth in 
FederaJ spending and aybid an increa^^ 

will support spending cuts for agriculture, as long as those cuts are 
made across the board £ui agriculture programs do not take a dis- 
proportionate share of the cuts. 

You have my testimony so I will try to skip _in_the_ essence of 
time. I wanted to have a statement on the jPresident's budget, but 
since that did not pass, we'll skip over it. 
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We urge that (Songress impose a spending freeze rather than 
mandating reducto and other activi- 

ties that have a direct bearing on production agriculture. We want 
t^ie highest j)rioni^JSv^^ of marketing com- 

modities and livestock and the preservation of soil and water re- 
sources. 

We oppose the proposed elimination of conservation cost sharing 
in 1987 arid the rescissibri of J,986 funds, ^ejuppprt the j-eductjons 
and the termination and transfer of programs such as FmHA com- 
munity develdpmerit that have rib Jiirect bearing jpn production ag^ 
riculture and are low priority items to farmers during the budget 
Crisis, _ 

Before I conclude my statement, I would like to take a few min- 
utes to address another issue of iriiriiediate concern to farriiers, riot 
only in Minni^bta but throughout the Nation. 

For the past 5 years agricultural finance policy has beeri driven 
by the one-mbre-year syhdrbme. The goal is then to keep borrowere 
and lenders solvent for- one more year, in the hope that the debt 
income situation would cbr Since farm operators and 

lenders are pajtnera and cannot survive without each other, ac- 
tions _were_t^en_ on _t^ that anything we could do to 
help one will help the other: _ 

This bne^riibre^ear pbb'cy was_ based on the idea that the debt 
problems of agriculture^ were caused primarily Jby forces beyx)nd the 
c_britrpl_of^th^ fann bperatbr. Qnce. these outside forces---like high 
iizterest rates, the strong dollar^ low exports, declining land prices, 
arid high prbdiictibri cbsts — went back to ribrriial^ everything would 
be OK. 

These outside forces ere ribt_ the rbpt gf _the_debt_proMe^^ 
changes in these forces will not relieve debt pressures. Agriculture 
basically has J^un but of brie i^^^ iLe_ar._These_ shbrt^te^ lendeiti 
who have loaned money on equipment and livestock to pay interest 
arid principal ori land, have said^^^^^^ operators are reluc- 

tant to further mortgage land to cover unpaid operating expenses. 
Operators with the greatest debt Jubstaiitial 
amounts of non working debt that require the servicing of principal 
and interest but provide little cash-flow to the busiriess. 

For 1986, the agricultural finance policy debate will be focused 
on the immediate probleriis of drie-third of cdriimercial agricultural 
bperators that hold two-thirds of the debt. About half of this group 
are at a point^ Avhere it may be difficult to do anything to help 
them survive. However, a substantial reduction in debt load, or a 
reduction in the debt that has to be serviced out of currerit iricoriie, 
is absolutely necessary. Only this will bring Ibnglasting financial 
relief to distressed farm operators. 

Just how much debt r^^^ assistance will be available will 

depend on the resolution of some iroad agricu^.tural finance struc- 
ture issues. How banks, are forced to classify loans, and how long 
they are allowed to write off loan losses, will determine how much 
debt restructurings they j^an provide farm operators. Commercial 
banks currently face substantial regulatory impediments, that if 
they want to help farm bperators with debt difficulties, any debt 
restructuring that takes a portion of the loan and makes it a non- 
earning asset for the bank results in a nonearning portion of the 
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loan immediately being capital. And even if the 

loan could be repaid at some time in the future^ banks have in- 
creased pressUrie to require that loans be fully collateralized based 
on liquidation value of assets, even though the borrower has never 
missed a payment and continuejs^ to have a positive cash-flow. This 
results from a mistake in focusing on asset value lending rather 
than profit and loss. The focus is on the liquidated value of the 
assets rather than on the earning po wer of the debt. 

Our goal is to develop a debt restructuring plan to aid ilnancially 
distressed farmers, under the_ right ^ Tcum_sta_iicesj_ jvh^^ 
chance to survive: The American Farm Bureau is proposing a two- 
tiered debt restructuring prpgran^^ to deal_ with Joiig-term financing 
problems. The program would start by having the farm operator 
and the lender together am individua l op eration to deter- 
mine how jnuch debt could be paid under normal circumstances. 
That would become t^^ I debt. 

On this tier i portion of the debt, the farmer would pay the regu- 
lar jiy^rest and princip^^ over from 10 to 20 yeare, what- 
ever they decided on. The remainder of the debt would be put into 
thi_secpnd tiei^ where it could carry^ of 3 percent 
with no principal payments. As a portion of the tier 1 debt is paid 
off annually, the debt would shift from tier 2 to tier 1, until all the 
tier 2 debt is paid. 

To give ybU a quick example, if you have $300,000 <)f debt and, 
after analysis, the banker and the borrower decide $200,000 can 
probably be serviced, thatbecc ries the tier 1 level that the farmer 
pays on. The remaining $100 000 becomes tier 2. As the tier 1 is 
paid off, the tier 2 moves ^ip. So all of the^ebt is paid. The key in 
debt restructuring is not debt forgiveness. Financial institutions do 
not have enough capital base to forgive substantial amounts of 
debt. Most farmers want to pay off their debt. Some steps are nec- 
essary to make the program worJt. Tier 2 debt must be monitored 
separately by the r^ulatdry authorities so that it is not discrim 
nated against classified against the capital of the financial insti- 
tution. This will require approval pf_proper regu^^^ 
such as FDIC, the Comptrjoller- of the Currency for commercial 
banks, and the Farm Credit Administration for the Farm Credit 
System. _ _ _ _ 

While we believe bur can be accomplished by 
chang:^ in regulations; we are prepared and are in the process of 
drafting l^slatioji to_accompJish this^oal, 

In addition to the two-tiered debt restructure program, we also 
support _S._ 1943j introduced by Se^^ to 
change the way_they write off their capital losses from 1 year up to 
10 years. This flexibility on the part of bankers is critical in deal- 
ings with the present farm financial crisis. 

Thrcm^ the res^^^ J^ocess^y/e encourage farm borrow- 

ers; lenders; and the regulatoiy agencies to shift their emphasis 
from asset value towarf a emphasis on profit and loss or 

cash-flow, in our jud^ent, such a plan presents a realistic ap- 
proach to turnip aipund. This plan can create 
more winners than we could expect from any other area. Asset 
values jyill stabilize, few^^ out of business, 
and banks will benefit from stronger loan holdings. 
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This? concludes my remarks. Thank you again for giving us this 
opportunity. 

The Chairman. I^ank you, Mr. fcokensgard.. __ 
Dr. Bbehlje, ah agricultural economist with the University of 
Minnesota. Welcome. 

STATEMENT OP MICHAEL BOJIHUE, JjSRieULf URAfc 
ECONOMIST, UNIVERSITY OF MINNESOTA 

Mr. Bpehlje. Thank you very much. It is a pleasure to be iiere: 

Mr. Chairman and members of the committee, I would like to 
comment on three areas: Gne, just briefly, a description of the fi- 
nancial characteristics on the coriditibn o^ apicultures two, why 
this is important beyond agriculture; and three, what kind of 
public sector inteiyeritibn we might jvant tp con^^ 

Point No. 1. We know that we have approximately; depending 
UPPP J^lie regipn of the countrj^, between 15 and 30 percent of our 
farmers that are suffering very severe financial stress, and the re- 
mainiri^ ferm j)opu^^^^^^ encountering some financial 

difficulties^ We know that these farmere who are severely stressed 
]n jnany cases wiU have to maLe major adjustments, including exit- 
ing from the industry and selling assets over the next 2 to 3 years. 
_ JThis.adjustmeht on part has significant implications for the 
agribusiness sector. We have lost one out of four machinery dealers 
since 1981. Apprpx^^^^ one-third of our input supply businesses 
are in similar financial condition as the farm sector, meaning that 
with potential bankruptcies or nonpayment on accounts receivable, 
they also will be financially vulnerable. Rural communities, there- 
fore,, are suffering significantly from financial stress, bank faHures 
are an exampje, and there is evidence of rieduced ecbiibmic activity 
ahd_ reduced employment opportunity in these rural communities. 

Compounding all cf the income problems in agriculture is the de- 
cline in asset values. In the State of Minnesota alone there was a 
26-percent decline in land values statewide this past year, arid ari 
almost, 3_0-percent decline in this particular part of the State of 
Minnesota in ^land values. Those types of statistics iridicatie the 
kind, of firiancial problems that we have in the agricultural sector. 

Now^ one of the perepectives I think it's importarit to fecdgni^ie is 
that the financial problems of those highly leveraged farmers 
cannot ba resolved without affecting the remairiirig farm popula- 
tion, rural communities, and, as a matter of fact, the citizenry of 
the Umted States. There seems to bie a mispefceptibri that we can 
wall all those people ofF and they can solve their problems and the 
rest of the farmers, or, as a matter of fact, thie rest of the U.S. citi- 
zenry, will not pay the price. 

I think it is important to recognize that ^e have a four-stage ad- 
justment process. The first wave of adjustments vvoU Be financially 
stressed farmers, who will have to exit or who will have to m 
other major and significant adjustments in their operations be- 
cause of the excessive debt load. As they solve their problems, solve 
those problems through either having the lending community write 
off that debt and suffer Ibss^^^ values 
and the lending community reducing on the value of land as collat- 
eral for loans, the problem of the financially stressed farmers is 
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transferred to thie riemairiirig farm^ pbpulatibri. Jriterest_rates_i_ii 
rural areas are somewhere between IV2 and 2 percentage points 
higher thai! they would ha^^^ if it were not for the^high loan 

losses we're seeing in agriculture. So the problem is transferred to 
the remairing farm population through higher interest rates, as 
well as decreased creditworthiness. 

But the transfer doesn't stop there, as we have already indicated. 
It has b<&dn transferred on to the rural community and rural busi- 
nesses, and those rural businesses are suffering reduced economic 
acU\aty _as well. And yet the transfer still doesn t stop in rural com- 
munities. There is a study, there are a number of studies, but one 
specifically that_ shows that_ the Ipah losses that we might encoun- 
ter in the agricultural sector^ loan losses that could amount to 
somewhere in excess^d interest rates in- 

creasing by as much as 75 to 125 basis points; not -just inter^est 
rMe§ fpriarmers bu^ interest rates for all consumers, l^^^ 
interest rates would not stay at that hi^ level for a very long 
pjeribd of time, but because of the default potential^n the_ part of 
some farm borrowers, and the risk in the financial markets associ- 
ated with that, there is the potential of ^lis problem b^^^^ 
ferred beyond the farm gate, beyond the rural community; beyond 
the agricultural sector, to consumers in general— not through 
higher food prices necessarily but through higher interest rates. 

What can the public do? Clearly, it seems to mig thiere are threie 
potential responses that the public should consider. All of these 
have budget impiications. My argument is that we should consider 
reallocatibn of budgets and assist agriculture, rather than cutting 
the budget for agriculture, and reallocation may involve adjust- 
ments in other components of the budget. 

— One is that it's clear we need to have a safety net for agriculture. 
Whether we felt it was ah adequate safety net or not, the 1985 
fiarm bill did provide some safety net. Unfortunately, Gramm- 
Rudman and bthe^ prpvisibns currehtly being implemented by the 
administration are punching hojes in the safety net, and this 
puhchihg bfjibles in the safety net h added increased unc^^ 
ty in the agricultural sector,^ showing up very explicitly; in my 
judgment^ in terms of cot tLnued. d^^ . land 

values. There is no one very interested in buying land wlien w^Ve 
gpt increased uhce^^ kind of Federal asi 

sistance we will have for agriculture. Some kind of price and 
iriccyiie sujjpbrt is not clear tb me that 

we have the kind of support for agriculture that is needed. 

The second pblicy respbrise wbiild bie specifically oriented tb the 
financial stress problem. As a matter of fact, as we have argued in 
testimbny befbre, the Farm Price and Iricbme Support Program 
will not solve the financial stress probleriL Some farmers are suffi- 
ciently excessively leveraged that they will still have to sell biit iii 
spite of a very strong Farm Price and Income Support Program. 
We need to target programs specifically to thbse farmers- 
One possibility is a debt reduction and restructuring program, as 
has been proposed and is in place, to a limited degree— aiid I say 
limited degree — in the Farmers Home Administration program. 

A second possibility is an interest rate buydown prbgrarn. A 
third adjustment which we ought to seriously consider is a policy 
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adjustment to facilitate the private sec^^ in sol vihg some of its 
ovsoi probJems. Gurrently there is a high tax hurden to try to adjust 
'fi®M>02Lds in the agr^^^ have to pay increased 

taxes to get out^ of the problem. Those- types of increased taxes 
seem to me J;o be a penalty which should not be imposed on those 
who^are wanting to^cUust their debt burden. And we need to, in 
i^SUudgrient^^ye the lending commu iity more time to write off 
loan losses, rather than expecting them to absorb those Joan losses 
in the_^ear in which the^^ There should be more time 

so they could write the loan losses off, so they don't have to reflect 
those loan losses in higher rates or in terms of reducing the capital 
structure of the lending institution. 

The third component of an assistance program is the assistance 
that is already supposedly in place for the Farm Credit System. I 
would challenge you that tJiat particular proposal, which was 
passed by Congress in December 1985, is, as a matter of fect^ hot a 
very effective solution. It seems to me that in spite of wha> some of 
our people are arguing, the Farm Credit System dbes_he:,d finan- 
cial assistance^ not just a new structure. Moving money from ^ne 
compdnent the Sys^^ of the System does 

very little to solve their fundamental problems. It did result in the 
financial markets biecoming more confident, but it did nothing to 
improve the quality of the FCS portfolio, when the financial mar- 
Itets find out tha^^ weak, I arn not con- 

vinced that they will continue to allow Farm Credit System bonds 
to be sold at the small premium that they are now allowing. I 
think we need to- consider seriously providing Federal assistance 
for yiat System. an appropriation, and that requires 

a congressional decision. 
Thankyou. very much. 
The Chairman. Thank you very much. 

Let me ask a couple of short questions, first to Mr. Paul. Mr. 
Paul, do you have any count of how many farmers lost their farms 
in the last year in Minnesota? 

Mr. Paul. Mr Chairman, I ddn^t have a figure as far as^ that is 
concerned. I have heard figures that vary all the way from just a 
few thousand to several thousand^ I cou^^^ you for sure^ 

The Chairman. Mr, Lokensgard, do you have a count of farmere 
who have lost their far^ms because of the crisis? 

Mr. Lokensgard. I don't have a count, either, per se: We have a 
survey that was cbnd ucted by the_ Pepartment of Agricul turei but 
it may be that Mr. Boehlje would be more qualified to answer that. 

ITie Chairman. M^^^^^ 

Mr. BoEHtjJE. There is a number that- suggests 5,000 farmers 
exitM in the S^tate p^^ last year It is not clear how many 

of those were a function of financial stress or other reasons. I think 
it is safe to say that a large portion of those was because of finan- 
cial stress. _ _ _ _ 

The CH;.i:RMAN. Mr. Boehlje, would you answer another question? 
The interest-rates have been dropping rather drastically in the last 
few weeks. What is your view of that drop having a positive impact 
on the farm crisis in America? If it is going to have a positive 
impact, when do you think it may be felt? 
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Mr. Boehlje; Intierest rates have dropped dramaticaliy in urban 
areas. Interest rates in rural areas have hot dropped significantly 
at all. - - - - - 

One of the concerns, we have 
being- encountered- by the lending community; it has become diffi- 
cult for them to droj)_ their interest rates a^^ any 
reasonable types of margins. So until we work through these loan 
losses, l am cpncernM thatj in s^ of money, in- 

terest rates in the rnrai areas will continue relatively high. 

The Chairman. Therefpre, despite all the rhetoric that we some- 
times hear from forces on high, about how great things are, that's 
not occurrihg evenly; is ^t^^ it? 

Mr. Boehlje. That's exactly the case. 

L should note that lower interest rates in general would have 
£3me marginal benefits to agriculture as they are reflected _ in 
terms of a declihiug value of the dollar,- and that is, I think, benefi- 
cial for agriculture in the longer run. Hbwever, v/e are nj)t_g^^ 
tic about that showing up in the short run with respect to in- 
creased exports, in large part because we have a ver^^ 
caiit overhang of surplus commodities worldwide that have to be 
worked off before that will result. 

The Chairman. Thank you. Mr. Weber. 

Mr. Webeb. I will ti^ to be brief, Mr. Chairman, so that other 
members can ^k questions. _ 

I want to first of all dispute _or jclarify a_ figure that you men- 
tioned, Mn Boehlje. You indicated that in this part of the country 
there had been a 30-percent decline, in laM values. My spot checks 
say4:hat's more Uke 60 to 7Q percent. fApplause.] 

Mr. BoEHWE. I^t m^^ sure. I may have not indi- 

cated that was for the year 1985 that we had that— — 
_ _Mr._ Webeb. _WelU_bv^^^ 2 or 3 years it has been in the 

neighborhood of 60 to 70 percent. _ 
_ _Mr, _BpEHLJE. We have had sbmewhe^^ excess of a 50-percent 
decline, in some cases well over a 50-percent decline in land values, 
since the peak in 1981. I'm sorry to have not made that clesr. 

Mr. Webeb. I think it is important for people to understand that. 

Mr. BoeHlje. Yes;, very much so. 

Mr. Weber. Let me take that a step further. In other parts of the 
country, where we^ were this morning in Montana, agricultural 
areas of the East and the Soutii, where I went to a hearing like_this 
last year, the land decline has not been nearly that great^ even up 
to now, perhaps less than 20 percent in many _agriculture^ 

Isn't it reasonable to say that land is not going to fall 70 percent 
in the best farming areas of the ccuhtiY whiie it holds its value in 
the rest of the country? Aren't those other agricultural areas going 
to follow? 

Mr. Boehlje. I think ihat in some cases the other agricultural 
areas are hbt up to speed, jf you willj^ haye not adjusted as much in 
land values asjve have in this part of the country 

Mr. WEBM. But they wlL ^ 

Mr. Boehlje. Well, they will adjust, more. However^ in manv 
parts of the countiy other than the Midwest, land values didn t 
rise as much. So there is, in a sense, less to take off percentagewise 
during the fall. 
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T^ere is alsb a^^ for example^ in some parts of the 
United States-^Texas is a classic example — where land values 
haven't cpme_ down very m it's because of a major urban 
impact^ in rural parts 0/ Texas lani values have declined almost as 
much as they have here^_But_what riii suggesting is we need to be 
careful with ±hose statistics because once you take out the urban 
impact, you find^that in many rur^ be in the 
East, West, North, or South, land values have declined very pre- 
cipitously. 

Mr. Weber, tet me ask you one more question. 

Part of the budjfet grojiess this time is talking, about, increased 
revenues, that we may have to consider increased revenues. Be- 
cause of the declin e in dH prices^^^ in3'^lu_dgmeht is j ust the 
same thing that's happened to agriculture over the last few years, 
we are now hearing substantial t^k about an oil import JSeiL partly 
because it would raise the revenues and partly to protect the do- 
mestic oil industry. 

That, first of all, strikes me as a little unfair. Nobody is talking 
about protecting domestic agricultural prices iji that way. But 
more specifically, what would be the impact on the agricultural in- 
dustry of an oil import fee as opposed to another form of tax iri- 
creases? 

Mr. BoEHLJE. Well, an oil import fee, obviously, would hot allow 
the Mnds of reductions in costs of inputs that are energy based in 
agriculture^ to come through. In other words, we how are gettihg 
some significant reductions in petroleum prices, also some indica- 
'tions of fertilizer prices declining because of lower oil prices, and 
ffiayb_e_some_ _dight _decl^^ in some of our chemicals. If we impose 
an import tax, those kinds ^f potential declines will obviouslj/ not 
occur_ because, they Ul be t^^ back In the form of tax revenues. 

6ne of the significant beneficial things that Is happening In agri- 
pyiture today is the IjJwer cost of purchased inputs. What we're 
saying is that an oil import tax^ would negate part of that benefit. 

Mr. Weber. TTiAhk you, 

Mr. towRY [presiding]. Thank you, Mr^ Weber. 
The ©BhtlemamL from South Caroliha,_Mr, Derrick. 
Mr. Derrick. Thank you, Mr. ehairman. _ 

Mr. Bbehlje, I ^brne horn a rural area in South Carolina and_ we 
have suffered almost as much decline in land values as you have. 
What was ah acre of lahd around here, good farming land, worth 
in 1981? 

Mr. BpEHOE. I'm going to de^^^^ our other jSpeakers. I 

just came to this State about 6 months ago. I would prefer they 
give you a more explicit hum 

Mr. LoKENSGARt). I would take a shot at that. I think across 
southerh Mihhesota it would probably rahge somewhere frbhi 
$2,500 ah acre up to about $3,000. In some areas in south-central, 
even above that. 

Mr. Derrick. What's it worth now? 

Mr. LoKENSGARD. There ish't much movement. But I think a 
valuation, I would say well under $1,000. 

Mr. Derrick. Cah you pay $2,500 for ah acre of land Mid in any 
way justify that as an investment to farm? Can you get your 
money back out of it at $2,500? 
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Mr. LdKMsGARD think so. I think we went through a 

process during the seventies where it was — again, I touched on it— 
It was the philds^ophy lhat we could use the accumulation of prop- 
erty or wealth or whatever^ land and machinery, and we could fi- 
nance on it and oper^^ The fact is it was inflationary costs be- 
sides a psychological effect that boosted it way above. I think that 
as farmers and other people began to look at purchases of land, 
they fcrgot the payback and it was "there's vo more land so we 
had better get it." 

Mr. Derrick. The point that Tm gating around to, is 
that as elected officials, your Government; we are also charged 
with seeing what we can (i^^ But we are 

also charged in wisely distributing or spending your tax dollars. 

Now, I have a member of m^ 5_years ago had a net 

worth of $2 million. I'm trying to save his^Jiouse and a couple of 
acres of land fo^ Tll be able to do it. Now, 

he's a good farmer,_but that isn^t why he got in the shape he's in. 
He^qt in the shape he's in because he bought a lot of high-prired 
land back in the iSTO's. _ - 

. TbejJoint J:hat I'm mSikih^ is^ I would tell you, whatever we have 
done in the past, we've got to do something differently because that 
didn't work and that contributed to getting us where we are now. 
However, lam not^ interested in taking tax dollars and pr opp ing up 
land speculators. You know, I don't know how you differentiate be- 
tween the two; though, is the prdblem. If a marij, "^hp is truly a 
farmer, and has had problems with weather; prices; or wiiatever 
the^ case may be, then I certainly^ think yiey desei^^^ the Jielp of 
their Government. However; when someone buys land; if there is 
way they can possibly justify it for farmings have to 

assume that they were sp vculating. So that sort of situation I don't 
think is a wise expenditure of ta^ 

I would be ^ad; Mr; Boehlje; if vou would address yourself to 
that. 

Mr. BoEHXJE. I always feel somewhat uncomfortable challenging 
a Congressms^^ 

Mr. Derrick. I get challenged all the time. Go right ahead. 
[Laughter.^ 

Mr. Boehlje. A lot of farmers — and I think if you look at who 
was buj^hg farmland, it was farmers^ it was not the outside specu- 
lator that was buying farmland — a lot of farmers during the 1970's 
bought farmland for its income-generation capacity, today and in 
the future. That income-generating capacity was nsing durijig a 
lai^e part of the 197G r, and so they thoni^t "Well; gee, it's going 
to be generating more iicdme 2 years firom now than it is today, so 
I'll bid that into today's value.' 1 hat's a fairly classic thing that 
goes on in the stock market a]^^^^ it was^oing on in 

agriculture. So that's kind of why land values kind of got out of 
line. 

Mr. Dehrick. That niay be trde^ but we can't help those people 
whdjvere losing m 

Mr. BoEHtaE. No; and i wouldn't suggest that. I am trying to ex- 
plain why, in_ fact, land values maybe moved above their income- 
generating capacity. 
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The second thing is there is some evidence— and I would be 
happy to _ are a study with you— that indicates there may be a 
major explanation^ for why land values are going down. It is not so 
i^^ch becaiise of incomes, although that has contributed. 

It is because of rising interest rates, and that rising interest fate is 
something clearly that you can't blame on the farm sector. [Ap- 
plause4 - 

Mr. Derrick. Doctor, thank you very much. 

Mr. LowRY. The gentleman from Slichigan, Mr. Wblpe. 

Mr. WpLPE. Thank you, Mr. Chairman. 

My district is in southwest Michigan^ arid while we are not in as 
difficult a shape yet, we're not far behind. We have a lot of farmers 
that are really in difficult straits. 

There was a tremendous division among farmers iit my area as 
we were debating the farm bill ribyorig ago, and I_w^ like to get 
the reactibhs of the panel as to the basic issue that was- focused 
^Pon. On the drie^harid you h^^^ j>eopIe arguing, basical^^ from the 
farm bureau's vantage pomt, to put emphasis upon export markets. 
The basic theory has b price supports to make 

goods more competitive would advance £>ur export sales. And that, 
iricideritallyj is sort of the way the bill was structured, and the 
farm bureau point of view in the end prevailed. 

The other point of view was that the export market, as a pana- 
cea, is illusory; that we're not going to, given the fact that so many 
hatipris that formerly used to be food importers are now exporting 
themselves, that that's not going to be the pariacea it was held but 
to be, and that the only real answer to the farm problem is to raise 
farm prices* 

That would mean a very different approach. It would mean an 
approach that puts the empihasis ugbri^ of cultiva- 

tion through the referendum approach that was being suggested 
and so on. 

I would be interested in the reactions of the panelists as to which 
of those two basic pbirits bf^ view we foll^^^ we can't_ do 

both. Essentially, we are embarked apon a point of view that I, 
frartkly, am skeptical abbut. But I would be inteirested in the reac- 
tion of our panel. 

_ Mr. Paul. Cbngressr^ been our position that we defi- 

nitely^ as a country; are not going to export our way into prosperi- 
ty _ We jeel yeiy_ strongly that we are going to need a good, strong 
supply management program and we're going to need higher prices 
for that prbductibn which is ^ c^^^ here in this country. Gon- 

sumer3 may have to pay slightly more for their food, but if we're 
going to maintain the economy and maintain the standard of living 
we have, and maintain our rural commuriities, we feel definitely 
supply manap-ement and higher farm prices are the answer. 

Mr. LrOKENSGARD, Mr. Cbrigressmari, I appreciate the oppbrturiity 
to share our beliefs. I guess I won't surprise you— and you seem to 
Uriderstarid the farrii bureau's pbsition. Tlie farm bureau says that 
the loan rate does not have the function to set the price as a 
market price butj^ rather, as a marketing tool fpr_ me and agricul- 
ture. When I harvest my crop in the faB, I can go in, get a loan 
from the Government, and then some time during that year, as 
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prices hopefully gravitate above that, I can make a decision to sell 
it.- - - 

In the past we have had_ loan rates. W so that the 

market never did activate itself. The consumption of the product 
did hbt ^et involved. The only cpmraodity that it seemed tb work in 
was soybeans. In the 1985 farm bill, the target price concept was 
frbzen at the _ present leyels Jbr 2 _years, and _that__is_ an_ income 
transfer to the farmers during the period that the lower loan rate 
affects_a Iqwerii^ market. 

Supply management, i think, will work, providing we could get 
worjdwide parlicipation^ But we^ fe^ as we reduce our crop- 

ping — and I have heard several times that we would have to 
reduce,_in the case of wheat, above 50 percent of our prbductidn 
that other areas in the world pick up their production. Now, they 
don't go about it in necessarily plow^ 

about it in some additional production costs, like fertilizer, addi- 
tional fertilizer, some new seeds that they couldn't afford other- 
wise, irrigation. 

This past summer there was a group of farm bureau presidents 
that went to the Pacific Rim. They talked to a farmer in Australia 
who said the best thing that could happen to him in his wheat pro- 
gram would be for the United States to raise its loan rate, because 
then he could do more than simply seed and harvest. He said, "I 
can put oh fertilizer and I'll guarantee you I'll double the produc- 
tion of my acreage without ^ny expansion." 

This is what I think we face and this is why I come back to say, 
if we could get everybody in the world to practice suppLy manage- 
ment, we would have it made. But right now^ when we dp it alone, 
we will simply shrink. Some year — if not next year, it would be the 
year after— we would have to go to 60 percent prbductigni Un^^^ 
you put up walls to prevent anything from coming into this coun- 
try, r m afraid pro tectiphism is not a^pbd way to go. _ 

If you will bear with me, I've got a^ neighbor who said he had 
heard that, twb wrongs neyer mak^ he _says "Why dbrl't 

we try three." That's what we're saying. I think the wrong may be 
worse in tjbe lbn^ run tha^ rate presently, with the 

income protection of the target prices. 

The CHAiRMiy^. The g^ ^ 

Mr. Fazio. Thank you, Mr. Chairman. I want to be very brief be* 
cause we're so far behind and have so many other people to hear 
from. 

I siniply would Ijke to say to thi^s audience that Califb where 
I come from, is a State that you may not think of as a farm State. 
But agn(^u our biggiest industry, bigger than entertainment, 

high technology, and Bigger than tourism or aerospace. I come 
from the Sacrai^^^ for the first time in my memory 

my farmers are just as upset and just as troubled — maybe not quite 
as b^d off ecdnbmically, out getting there— as pieople in other parts 
of the country, certainly as people in the Midwest. 

YbU may think you're isolated and ignored, but I don't think it's 
possible for you to have that impression when you see people here 
today who want to Understand and want to be helpful- We're not 
going to be able to walk away from agriculture. It is too central to 
the basic economics of this country. We are going to have to stay 



involved, certainly in farm credit; and 1 think it is important for 
you to r^lize th^t Jrpmm it isn't Just the farmers 
who are in price supported crops that are in trouble; it's all farm- 
ers. 

There are some basic problems that are going to have to be dealt 
withi that can't be handled overnight, and we're going to lose somie 
people. But I want you to know that for a number of us, and cer- 
tainly for this Congressman, it is not a problem we're going to 
ignore. I say that in the context of the priorities of this budget that 
we're going to put together. We have rejected one that I believe did 
walk away from you. We're goiilg to put one together that's going 
to keep you in focus. 

Thank you. [Applause.] _ _ _ 

The (E^AiRMAN. The genttc;man from Minnesota, Mr. Penny. 

Mr. PENi^y^ Thank 

1 want to start by aslang this crowd the same question 1 have 
asked al^pyer my district in the last cbiyj^ o]^months._ That is, for 
you to raise your hand if you think the Congress just passed a 
pretty good farm bill. ENo response.] 

- That's exactly the reaction i get all over my district, and 4;hat'a 
the reaction you're going to get all over the Midwest. A number of 
us, specially those of us who represent the Farm Belt, voted 
against the farm bill because we didn't see anything in this bill 
that would lead to a redaction in the surplus or an improvement in 
market prices. 

The farm bureau president just testified that it is not the pur- 
pose of loan rates to set the market price. Dr. Boehlje, can you tell 
me, in your Jiest judg^ is goih^ to happen 
prices with the new loan rate at $1.92 nationally and about $1.75 
bere in southerri Minnesota? 

Mr. Boehlje. 1 think we're going to see market prices declining 
bMow_the loan rate,_The^ are already reflecti^ J think 

that is something that is going to happen fimdamentally because 
we have bMicallx a burdens^^^ supply, We have gyer a^ 
surplus compared ta jitilization of com. The highest we've ever 
had, historically, is 55 percent.. It is pretty hard to n 
pri^jes^ when you've got a SO-percent-surplus and you've got a poten- 
tial of a crop coming: oh, in spite of the farm program, that might 
actually add to that surplus. 

Mr. Penny* Under this ferrn program, with the low loan rate, 
you retain deficiencies at $3.03. It will be less than that again here 
in the Midwest, but that's the national rate. If you're right, and 
the J^arket price drops dramatically because the loan rate has been 
dropped, it really increases our pa5nnents under the deficiency pro- 

grani^ 

- 1 would argue that farmers are simply going to get their incomes 
frdm the Government under tliis new feiTO bilL They're not J[oin 
to get a dime^frx)m the marketplaca ITiey're going to get it through 
loans because the^rice Mgpin^ tp be^^^^^ 

of it is going 4;o get turned over to the Government, and they're 
going to get that huge $1.20 deficiency paym eyeiy _bushel 

they grow. It's a^ huge expense to the Government, but at $3.03 
maximum, it's still not a decent price for the farmer. 
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Is it fair to say that under this approach of low loans, with a big 
deficiency payment, that in a sense we are subsidizing exports 
through that defidencyjpa^ { 

- Mr: BoEHEJE. I think the major reason the adjustment in the 
Iban rate was made was to try to increase the amount of exports 
and stiii; by Jiot lowering the target price, to try to protect farmers' 
incomes in the process. So in_that context, you're right. 

- Mr. Penny. So we are paying, in a sense, a subsidy on every 
bushel grown, which costs the Gpyermiient billions of dollars, 
simply to support a lower price to get some of that grain, maybe 25 
percent of our corn, into the worid market. J'm riot positive. It may 
be 25 or 30 percent: But that's about how much of our com moves 
into the world market. _ _ 

From the standpoint of the farmera,^ ^eii ^ from the stand- 
point of the Federal budget, since, we have already admjtted that 
we're subsidizirig these exports, wouldn't it be cheaper to give the 
farmers a price up front and subsidize drily the part we're seri^^ 
overseas, arid riiaybe oven subsidize it with the surplus that already 
exists? Wouldn't that be a far better program, to give the f^r?ii^rs 
the i)rice up fr^ some Treasury dollars by subsidizing 

only the exports? [Applause.] 

Mr. BoehLje. Well, I cari't ariswer that explicitly because J have 
not -done an analysis of that. I think it could very well be cheaper 
in the long rurij iri terms of Gbverririie^ 

I do think we have; though, as was debated in the last farm bill^ 
a furidariieritaLquestiori to ask, arid that is. Are we going to, in the 
longer run, remain internationally linked in this a^icultural mar- 
ket or riot? I thirik that's a furidamerital question t^ 

We could, as was^ debated, raise prices and produce only for the 
domestic market. But we heed to recbj3iize__the com of 
that. That would result in a significant reduction in the amount of 
land in production, the amount of inputs purchased,^ arid it wdu^ 
have a significant impact on rural communities, et cetera. We 
would have to develop a system for protectirig Pur domestic produc- 
ers frbmjbreigri competition. We have not been able to do that in 
the automobile industry, the steel industi^, the textile industry,, or 
any Plh^er industry. I aril riot sure how we're going to do it in the 
food industry. 

Mr. Penny. _The key is we're subsidizirig these exports now. Ifs 
just that we're paying the subsidy to the farmers through a defi- 
ciency at a leyel that still leaves them with less income than they 
need to come out ahead. The point I'm making is that, if a subsidy 
is a subsidy, why are we speridirig that riiUch rildriey arid doing ab- 
solutely no good? 

I thank you for your ariswer. £Applaiise.J 

The Chairman. Let me thank Mr. Boehije, Mr. tokensgard, and 
Mr, Paul for their testimony, _ 

At this tirile the Chair calls to the witness, table John Ryan, di- 
rector of the St^ Paul District Farm Credit Systemj Ron Johrisori, 
presiderit. First Natiorial Iridependent Bank,^ Jackson, MN; Pau? So- 
bocinski, representing Groundswell; and MUan Wisniewsk^ 
appointed advocate for farmers facing forceclosure. P'iease forgive 
me if I did not pronounce your name correctly. 
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Welcome, gentlemen. Again we apologize for our lateness in. ar- 
riving from Montana, where we had a hearing this morning: It is 
good to be here, 

We would ask you, in the interest of time, to briefly summarize 
in 5 minutes or less so that we can get right into some questions. 
We will start with Mr. Ryan and move right across, from left to 
right. Mr. Ryan. 



STATEMENT OF JOHN RYAN, BOARD OF DIRECTORS, ST. PAUL 
DISTRICT FARM CREDIT SYSTEM, ACCOMPANIED BY KEN KIT- 
TELSON, FARM CREDIT SERVICES DIRECTOR, MILAN, MN 

Mr. Ryan. Thank you, Mr. Chairman, members of the commit- 
tee. Thank you and good afternoon. 

My name is John Ryan and I'm a member of the board of direc- 
tors of the St. Paul District Farm Credit System, Tm a farmer near 
Springfield, which is about 60 miles northeast of here, and also 
with me today is Ken Kittelson, a grain and sugarbeet farmer from 
Milan, MN, and also a local farm credit services director. 

We appreciate the opportunity to visit with you today and hope 
what you hear in field hearings like this will help you when you 
move forward in your deliberations on the 1987 budget. 

I would also like to thank Congressman Weber for his influence 
in bringing the committee out liere, and also Congressman Weber 
C^ir^ssm for their co^ the agriculture 

problems we have liere in southern Minnesota. 

The P^rm Credit System is a n^^^^^^ 
ative which is owned by farmers and their cooperatives. The insti- 
tutions which make System exist for oiie pur- 
pose, to collectively rstise money in^ the Nation's money market and 
lei^d that^bney to farme^^ The Sev- 
enth Farm Credit District, which is composed of North Dakota, 
Minnesota, Wisconsin, and Michigan, is the largest in the System's 
12 districts. 

the brief tm have^ I would like^ comment oh several 
issues this afternoon, including the current agriculture situation, 
financial help in the seyeny^^ districtj^ and the user fee prdpos^^ 
and some of the things we are doing in the seventh district to help 
farmers survive the current financial crisis that we are facing 
today. 

_ Cjiairman^ w^ some encouraging s^^ 

horizon for farmers, such as lower input prices, for many producers 
the_ change js tool little too late. Serious pro^ in agri- 

culture; and because the Farm Credit System lends solely to agri- 
culture producere an their cooperatives, the^ health of the agricul- 
ture economy is reflected directly in the Farm Credit System. 

Last. year_ wp__a MrticuLarly tough time Farm Credit 
System. Not only were nonaccrual loans increasing, but so, too, 
were the_ cost of ^f^^ results reported 
in February showed the System losing almost $2.7 billion, the larg- 
est loss of record for_a financnal^ 

- Here in the seventh district we posted our largest net loss in our 
TO-year histp^, a net loss pf^ $573 million, compared to a^ net 
income last year, which would be 1984, of $121 million. Our loss, in 
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fact, accbwited fc^^ a one-fifth df the total System's iSss Of 
and district Federal land bank associations 

lin^^^^^^®5-^^-'?v*^^^^i*'^ ^°^^'^"^^ loans iumped to $5.3 bil- 
lion, and our district's share of that was almost |l billion Also svs- 

maled $928 million, whife OUr df- 
trict s acquired property nearly tripled to almost $140 milUon Al- 

P^^l investmenlTh 
quiredj)rpEer^ has increased again to over $214 million. It is not a 
re^a encourage picture, but it is also not a surprise to an^o^il 
giwn the conditions we have in agriculture 'Anyone 
Knowing that the overall financial situation was bad and gettihs 
becoming increasingly uncertain about the aS 
abihtyof our source of funds for our borrowers. For tliis reason We 
supported lej^lation which Became known as the Farm^Cred^t 
Amendments Act of 1985, which you passed last Decen&er 

nS'^.^A^^t^l- ^^^^'IM the act asaiailout for Farrn Credit. 
But what did the law really do? Yes, it did provide system institu- 
Y^f i^?^ ^ mecMnism to^etter coordinati systemlSilelf-help. 
Y|s,^it did restructm-e the Farm Credit Administration and it pro^ 
'^"f'iw^®'^^^"'^"^^^'' H^^^^^P Federal assistance if FCS, Treasury 
IvS^im^ Congress agree It is needed. But no, it did not bail out the 
— ^it ° to Farm Credit, nor, as 

far^as we^laiow, is there any planned at this time. 

thTT,r^ w^W^^^ Wall Street responded positively to 
Trl^Sl" ''^ ^"S^^^^ ^^^ i^^^^^^^ between tfie rates^for 
Jnf^f^.i-''^^-^?'* Farin Credit securities narrowed tc between 35 
^ 1 S ffn'^ S°'"^'u^^ less than it was when things looked bleak- 
est h.t fall when it had spared to over 100 basis points. To the non^ 
inv|sJor and most farmers, basis points don't mean much. K onfv 
became relevant when it was translated into dollars. People at th^ 
fundmjT corporation in New York tell Us that the drop in the cost 
i^St ^ fef"?ers over $330 miUfon a year in addfd additionll 
r3nf reflected in our 

^ i^"** ^^"^ ^"*®^"est rate decrease which we have 
passed along to farmers as of March 1 of this year 

buH^iS^l learn from President Reagan's fiscal year 1987 
budget that he IS once again ^requesting the Congress to enact a 
^o"" Cred t System and other etvernment-spoh- 
sored enterprises. Our district council has reviewed the documents 
on the user fee and we have found that it starts off small— iust ont 

ce^^^Th^f-^ ^ it risel tTSth'^P^ 

cent. This rneans that the cost to our system, which we have to 

S $330 niHorf per^ji?"^ cooperatives, will amount to more 

We feel very strongly that user fees are inconsistent with Con- 
g-ess mandate to Farm Credit to Jrgyide sound, adequate; and con- 
S^«nn^wf -^''^5" farmers and ranchers at the lowest 
J^^^- 1^^^^^^^ the Farm Credit 

System needs agency status because we operate under narrow re- 
strictions about who we can finance and in what activities we can 
engage. 

Further, the additional financial burden of a user fee virtually 
eliminates any chance for the System to help itself through its cur- 
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rent financial problems. Already we>e trying to absorb^ a dbublihg 
in_ the assessment from the Farm Credit Administration; our regu- 
^tor, for tougher regulations. Now we're expec absorb ah ad- 
ditional $567 million burden of user fees over the next 5 years. I 
w^5uld like to point out that it isn't a b this cost. 

The cost, because we are a cooperative, is paid by borrower-mem- 
bers, the farmers here toda^^ We feel this is intolerable, given the 
current agricultural situation. 

This brings me to the^last issue I w^^ discuss for a few 

minutes, and that is upholding the responsibility which we have as 
members arid directore of Farm, Credit institutions. 

We have t^he responsibility, to ba as compassionate as possible 
wi_th borrowers haying difficulties. We have urged our PGA's and 
land bank associations to practice forebearance as much as possi- 
ble. EAudiericebdgs.J 

We have done this, knowing full well that there is a cbstjb fore^ 
bearance which is incurred in higher interest rates which must be 
paid by borrowers who are making their payments. 

Therefore^ we have placed a higher priority on working with bor- 
rowers and trying to help them return to viaWlity and^ 
status through debt restructurings. We have in the 4)ast year tried 
to help many farmers who are having financial difficulties by low- 
ering interest rates, participation^ in FmHA programs, and- other 
ii^terest buydqv^s. JQiese^ decisions that have to be made and 
worked out with each farmer on an individual basis and are best 
done by bur local loM that farmer directly. 

Just this week we have signed an agreement with the State of 
North Dakota to provide up to $400 million in a loan participation 
program to help^ i;hat State's farmers. We are currently working 
with the State of Minnesota bh a similar package right now during 
their legislative session, and are willing to work with other States 
also. We also support and need Federal legislation which will pro- 
vide for- debt restructuring arid interest rat^ 
stay with those borrowers who have a reasonable chance of making 
it. But, very honestly, there arie sbme^produc^^ simply^ will 
not because they can't make their payments, regardless of what we 
might do. As a farmer riiyself, that's hard for riie tb say, but that's 
the way it is. 

To expect more frorii we can 

give, and more than we were ever intended to provide. We intend 
to be cbmpetiti^^ keep our best bor- 

rowers. We'll make use of differential interest rates, in spite of the 
^ifficiilties this causes, because the sariie rate is not available to ev- 
eryone. Keeping our best borrowers to us makes good business 
sense. 

This year is not going-to be an easy one for Farm Credit or for 
the farriiers, either, Ibcally or nationally. We will, however, do our 
pari; to operate our district in as businesslike a manrier as we can, 
with a commitment to keep as many farmers on the land and farm- 
ing as is possible, hopirig that we can coritiriue to manage our fi- 
nancial problems with our own resources. 

Thank you. 

[The prepared statement of Mr. Ryan follows:] 
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Prepared Statement op John Ryan 

_ Mr. Chairman and members of the co_mmittee_thank ^ou„ and^ood aitemoon. JVIy 
name is John Ryan. I'm from__Sp_ringfield,_Minnesota..I am ^ jnember of the board of 
directors of _the_St JPauJ_DUirict Farm_CrMit(IJoimcil, Parm Credit Services; i'm^ a 
corn_and_ soybean, farmer^ vvith^a Jiog farrow, to jKnisher .operation, near Springfield, 
Minnesola^aboiiJLBO milesjQartheast oi:Jiere._With jne today is Mr. Ken Kittelson; 
a_ grain aad sugarbeetJianner from J^lan,JVIinne& ta and also ^ member of our Lfig- 
Lslative_Advisory Committee, We appreciate Jthe opportunity to visit with you today 
ajid kope_that__what_youLhear_in_field hearings like this one will help as you move 
forward in_^oi2r deliberations. 021 Ihe. 1987 budget. 

..The. Farm CrexiitSyateiix is .a national jag lending cooperative which is owned by 
farmers ^d their. cooperatives,. There, aire 37 iianks. 20Q Production Credit itesocia- 
tions and ^4 JFederal. Land Bank Associations which, make up jour System which in 
turn lends lo more than: 900>(M10iarmers.around the country. ITie institutions which 
make: up.±he Farm. Credit. System .exiat .for s)ne purpose; to collectively raise money 
in .the nation's money. markets..and. lend that money to f^nnere, ranchers and their 
cooperatives. The Seventh. Farm Credit JDistrict which is composed of North Dakota, 
Minnesota, Wisconsin^ and Michigan, is the largest in the System's 12 districts. 
. In: the. brief Jtime L have ±his. morning I would like.to comment on several Issues 
including the current ag situation, the Jinancial health of the Seventh District and 
the Fann.Credit System,.the. user fee proposal and also some of the things we are 
doing in the Seventh District to help farmere survive the current financial crisis 
that we are facing today. . 

Mr. Chairman while ihere. are some encouraging signs on the horizon for farmera 
such as lower energy prices and an easing of inter^t rates — for many producers the 
change is too little or too late.JSerious problems remain in agriculture, and because 
the Farm Credit System lends solely to ag producei^ and their cooperatives, the 
health of the ag economy is reflected directly in the Farm Credit System. 

Last year was a particularly^ tough time fbr the Farm Credit System. Not only 
were nonaccraai loans increasing, but so, toe, were the cost of f&nds from Wall 
Street. Year-end results, reported in February, showed the System Ic^ing almost 
$2.7 billion, the largest loss of record fbr a financial institution. - 

Here in the Seventh District, we posted our largest net loss in Our 70 yeiar 
history ... a net loss of $573 million, compared to a net income last year of $121 
million. .Our loss, in fact accounted for one-fifth of the System's loss. Of this loss, 
about $433 million Was recorded by thie Federal Land Bank arid district Federal 
Land Bank Associations. Systerilwide Farm Credit's noriaccrual loans juriiped to $5.3 
billion and Our district's share of that was $1 billion. Also systemvlide, acquired 
property -totaled- $928 million, while our district's acquired property riearly tripled to 
alriiost $140 million. Already since January of this year, oiir St. Paul iriv^estriierit in 
acquirea property has increiased again to over $214 rioillidri. It's riot a real encbiirag- 
ing picture but it is also riot a surprise to anyone given the cbriditibris in agricul- 
ture. - - - 

Knowing that the Overall financial situation was bad arid gettirig worse, we were 
becoming increasingly uricertairi about the availability of ^ur source of fiirids for our 
borrowera. For this reasori, we supported leg^latidri which ^^airie know as the 
Farm Credit Ameridmerits Act of 1985 which was eriacted4ast December. 

Some people have described the Act as a "bailout" for Fariri Credit Biit what did 
the law reiilly do? Yes, it did pro\dde Systeiri iristitutibris with a mechahisiri to 
better coordinate Systeriiwide self-help. Yes, it did restructure the Farm Cr«iit-Ad- 
iniriistriatibri arid it provided a mechanism for backup federal assistance if FCS, 
Treaisiiry arid the Cbrigress a^ee it is rieeded. But rib, it did nbt bailout the System. 
There was rib riibriey appropriated to Farm Credit nbr, as far as we kribw, is there 
ariy plariried at this tinie. _ _ . . . _ 

What did happeri was that Wall Street resporided positively tb-the action by Con- 
gress arid the spreads betweeri the rates fbr Treasiiiy issues and Farm Credit securi- 
ties riarrbwed to betweeri 35 arid 55 basis pbirits. Far less thari it was-wheri things 
Ibbked bleakest last fall wheii it had soared to over 100 basis points. To the nonin- 
vestbr arid iribst farrners basis pbirits dbri't nieah iriuch,-it only became relevant 
when it is trarislated iritb dbllars. Pebple at thePundirig Corporation in New York, 
teil lis that the drop in the cost b^furids saved farmers over $330 million a year in 
added additional iriterest costs. That irieans something. This is reflected in bur 
recent FL& interest rate decrease which we have passed along tb the fiirmers as of 
March 1 this year. - _ _ 

But now, we learn /rom President Reagan's fiscal 1987 budget that he is once 
again requesting the Congress to enact a user fee on the Farm Credit System and 
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other j:oy_ernnient sponsored enterprises.. Our Pistri_ct Cpuncjj has reviewed the doc- 
uments on_the_ user fee and we've fgund_that_it starts J3fF_8jnall just Jl/lbiJth of a 
percent, Jwt hy 1991 it rises to 34 of a percent. This means that the cost which the 
System has no choice but to pass on to farniere and their cooperatives will amoant 
to jnore than $330 raiiiion per year. 

We've been told that this is the Reaygan administration's Way of trying to discour- 
age agency status. I think it is important to point bUt what the General Accounting 
Office aT>dx>ther3 have said about user fees: ''they are questionable as long as the 
Farm Credit System has the responsibility to provide a flexible flow of credit to the 
nation's agricultural sector." 

We feel very strongly that user_fees are inc^^^ P^ngress' misdate 

Farm Credit to provide sou nd, adequate and constructive credit to American farm- 
ers_ and ranchers at the Ipw^t reasonable price. We con tinue_to believe that _ the 
Farm _Credit System under Jiarrow restric- 

tiojis about who_we_can.fliiaiice_and in which ^ctivLti^ we can engage. 

Further, the additional financial burden of a user fee virtually eliminates any 
chance for the S^tem to help itself through its current financial problems. Already, 
we're trying to absorb a donbling tii the assessment from the Farm Credit Adminis^ 
tratldn for tougher regulations. Now We're expected to^bsdrb an additional $567 
million burdien of user fees over the next five years. I'd like to point but that it isn't 
a bank that absbrbs this cost The cost, becaiise we are <;cx)perative, is paid by bor- 
rower-members, the farmer. We feel this is intolerable given the current agricultur- 
al situation. 

This brings me to the last issue I'd Hke to d to<Jay . j- v upholding the respon- 
sibility which we haye as members, and directors pf Farm. Credit Lnstitutipns. 

__We_haye Jthe resppnsibUity, Jtp be comj)assionate_ as passible with .borrowers 
having difficulties. We havcL urged, our I^^^ Land. Bank Associations to prac- 
tice forebearance asmuch as possib'' We've done this knowing full well that there 
is a cost to forebearance which is ii*:arred in higher interest rates which must be 
paid by borrowers who are makiiig their payments. We expect further iiscreases in 
hbhaccrual loans because of a continuing fall in land values. Here4n sbutheni Min- 
hesbta benchmark values have drbpped by two-thirds in last few years. In this 
area specifically ^ land values have fallen aii additibhal $200 ah acre since January. 

Therefore, we have placed a higher priority^ on workihg with borrowers and tiylng 
to help them return to yialuiAity and performing status through debt restructurings. 
We have m the past year tried to help many farmers who are haying financial diffi- 
cultiM by lowering interest rates, participation in F^HA programs, other interest 
biiyd owns and deferring interest. 'Iliede a^^^^ to be made and 

>yp.rked put with each fanner on an indi\^ basis and _ are b^st done by _ pur loan 
pfficers wprking _ with _ that farmer directlX- Just this week we have signed an f^ee- 
ment with the State of Nprtji Dakota_to_proyide up to_$46o_mUlion in_a_ 1^^ 
pation_ agreement ii helR that stale's, fiarmers. We_are ^urrentl^ working, with^ the 
Statft of Minnesota _a*i ^ similar package.. WeLalso support. and need federal legisla- 
tion which will proviile for debt jcestructu ring and interest rate buydowns. We will 
stay witii those borrowers who have a reasonable chance of making it. But very hon- 
estly, there are some producers who simply will not because they can't make their 
payments regardless of what we might do. As a farmer myself^ that is hard for me 
to say. . — 

It has been said that during times when borrbwera have difficulty servicing debt, 
lenders must i:bhtihue to ask the qu^tibns^ Can ybti use this mbhey fbr a cbnstrtic- 
tive puippKMe? Md, Can you pay it back? Tb expect more from tis than that, is ex- 
pecting more than we^ah give and more than we ever intended to provide. 

We also intend to be competitive oh interest rat^ in order to keep our best bbr- 
rowera. We'll make use of diflerehtial interest rates, in spitejof the difficulties this 
causes because the s^ available to everyone. Keeping our best borrow- 

ers to us makes good busineM 

13113 year is not going to be an easy one fpr Farm Credit or farme^^ 

or nationally.. Wej^^^ hpwever>__dp _our_part _ to operate our _distri_ct in as businiMS 
like manner as. we j^n»_with a_ commitment to keep.as _many_farmers_ on the land 
and fanning as is possible, iioping that we can continue to manage our financial 

problems -vith our own .resources, 

Thank you and I'll be glad to try and answer any questions you may have at this 
time. 

The Chairman. Mr. Johnson. 
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STATEMENT OF RONALD V. JOHNSON^ PRESIDENT, FIRST 
NATIONAL BANK, JACKSON^ MN 

Mr. Johnson. Hon. Congressman Weber, Hon. Chairman Gray, 
distinguished cdiy;tessional committee membere, and J[I)ongressman 
Penny. Congressman Weber, I wish to express my thanks to you for 
this QPPOitUnity a^ for inviting this important committee to 
southern Minnesota. - - _ 

I am a banker, ah agricultural, cbunti^r banker. All my life I 
have jjeen involved with agriculture. I love rural America. 

Agriculture has always had problems, probably always will have 
problems. However, in_the last 4 or 5 Z©^rs ^hese prdWe^^ 
developed into the likes of which we may not have ever experi- 
enced before. Interestingl^r^ the media staij>ed off farm 
problem, then it became a farm jcrisis, and then it became a rural 
crisis, as your committee is referring to it today. I am saying, 
before it's through, we may have a national crisis. [Applause.] 

Individuals^ neighbors, groups, entertaihers with the Farm Aid 
Concert, Phil Doniahue show in Cedar Rapids, we had the Dan 
fiather show and the CBS News in South Dalcota, all trying to 
draw the attention of this great country to the farm problem, the 
rural crisis: „_ 

Truly there is a rural crisis. You__fcao that if 

you can. identify the problem, you. have a reasonable chance of solv- 
ing it. The problem is lack of profitability. [Applause.] 

As a country banker, I probably have a perspective that no one 
else may have. I understaxid the position of the farmer who is 59 
years old and stsm^^ there wijh tears in his eyes and Ja^ 
broke. What else can i do?" 0r the young man, the young "tiger," 
who went but and aggre^ bought land arid ribw has a debt 

load that is unmanageable.^ _ _ _ 

I also would like to talk about the good faimer tha^ 
have any debt at all. I can think-of one particular example of a 
man that has $800,000 net worth. He lived vei^r modestly this past 
year. He increased his net worth a whole $12,000. I would liked to 
have had that $800,000 in my bank. I'd have given him a little 
better return f^^ 

All that proves is that it's not just interest cost. It is lack of prof- 
itability. 

-There are those who have taken the position, "let the jchips fall 
where they may,'' that kind of survival of the fittest p^^^ I 
have to admit that I, too, feel we should balance the Jbudget. As I 
sit there and tell my rural customers you can't spend in order to 
survive, you, tod have that particular item to face. 

I happen to feel also that our Government has an obligation to 
he lp solve this particular problerii because you helped create it. 
[Applause.] 

Agriculture has bera^ trade, to 

deal with otb'* r countries by embargoes^ and to have the cheapest 
food, of any country in the world. Truly, the price of ah approach of 
doing nothing may be the most costly approach. It can't be meas- 
ured in just dollars for the loss of people's productivity, their digni- 
ty, their pride, their sense of worth — and yes, even the loss of life 
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can't be measured. The social impacts of this particular situation 
v^Il_he j^jt _fojr many generations to come. 

The -State of Minnesota is already dealing with the declining rev- 
enue. Next will be our county government, our cities, our schools, 
our social organizations, churches and the like. I even understand 
the proposed congressional budget may even do away with a por- 
tion of c^r extension and our 4-H. 

Now, I have never been too vocal about military spending, but if 
you think mUitary spending is untouchable, and ^w^ 
take away such things as rural extension and 4-H and programs 
like that, then ypu have another t^^^ coming, and that think will 
come from our votes. [Standing ovation.] _ 

I'ipsbiTy. ^du^ 1^^ 

Many of the things that need to be done to help bankers will also 
^^'^iP J^J^'^T^^ Today I ask four specific things that I would wish 
you would consider: 

_ JFirst of alU we need to stabilize_real estate values, extend the 
time the banks can hold the real estate, so we don't dump it all on 
the market at_ one tim depressing the price and driving 

more farmers out x)f business. 

_ Second, we need to stabilize bs^^ capital through loan loss sunor- 
tfzation. Banks need time to absorb their losses, so they can contin- 
ue to work with their borrowers and save their community. By al- 
lowing us agriculture bankejhS to s^ the loss oyer a lO^ear 
period, this would give me an opportunity to work with and more 
quickly amortize the debt that is dUt there — the dead debt issue, 
that debt that will probably never be repaid. 

Third, retain existing ta« lavvs. Lunderstand that the 
already passed tax changes that would limit the canyback for 3 
yeare tp sdljw tM_lQSi|s to_gP_fbr^a^ 15 years, I believe, it is. I 
wish that you would reconsider and leave it as it is, because some 
of baJ^fcs Jl^w and taken the 

action they need in addressing^that and they'll lose. _ 
__?^urth^ loan ldss_ 1^^^^ the mS code. Isn't it ironic 

th^ i sat there a Jew years Eigo in- the seventies and they said, 
"Hej^ you can ha^^ percent of your debt put into loan loss 

and subtract that^out from y^ur IRS." Today Tve got 0.6 percent, 
rye got the regulators standing oh one side saying "Raise your 
loan loss reserve" and I've got the IRS saying, "Hey, but you can't 
have any more; you can't take any more Credit." 

Gentlemen, I remind you, that these things that Vm asking will 
not affect the cost of the budget. You don't have to spend. AH you 
have ^o do is just act. You have seen fit to deal with the 

savings and loan industry and help them somewhat stabilize their 
capit^L You have taken some s^ (Credit Ad- 

ministration. Today Tm asking that you do the same for those of us 
that are just plain cdu^^ 

in clo^g, i remind you that when the farmer Jiurts, the whole 
community hurta lumber yard^ a bowl- 

ing alley, and last week we lost our last implement dealer, three. 
We have a hardwj^ store that's, closing put and wll be put of busi- 
ness before montii's end. All of these are major businesses in a 
small> rural community and represent substantial job loss. 
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But more imi)bii^ let's think about people. Friends, neigh- 
bors, employees, people I sit with in chiirch on Sunday, people I 
have coffee with,_th stress is like a black cloud. There will be sur- 
vivors, i believe that Jackson, MN, will survive. My bank will sur- 
yiye. There wir be farmers and there will be businesses, and a 
rural community. However, Ijpray that xQ_u_ and the rest of the 
leadership in this ^eat country will respond to the cry for help 
from the fanns jand Main Street of rural America. 

Mr. Chairman and committee members, i thank you for your at- 
tention. XApplause.] 

[The prepared statement of Mr. Johnson follows:] 



- Hbhbrable Corigressinan Weber, Honorable Chairman Gray and Distinguished 
Congressional CGmmittee members. 

??^'^f'L®ssmah Weber, I \vish to express m thanks to you for arranging: tp_ bring 
this most importaiit Committee to Minnespte. You here today is another 

way for people to participate i^^ 

I am a banker. A^^^ All of my life I have been in- 
volved vrith^gncuUure^^ 

Agriculture haw ^jw_^^ wilL However, the last 

four of five. years_have_devfcloi^d into problems the likes of which we may not have 
experienced, before. Interestingly, the media started out by referring to a "farm 
problem,", then it became a "farm crisis," Over the past year it has been called a 
"rural crisis," as your eommittee refers to it. I would like to say that in my bpihioh 
before we are through it will be a "national crisis." - - - _ 

Indivddaals, neighbora, groups, entertainers with the Farm Aid Cbricert, the Phil 
Donahue show in Cedar Rapids, Iowa; Dan Rather and the CBS news in South 
Dakota^all trying to bring the attentibh to this great nation of the seriousness of 
the^ problem irt rural America* 

Truly there ia a ruial crisis! It has been said to acknowledge or identify a problem 

is the first step in solving it That problem is la^^^^ pf profltabiHty. 

^^o"'^^^ ^^'^J^^T? I happen to have a perspective that no one else may have._I 
understand the ppsitiori of the farmer who is 59 yeare ojd_and_isJ)rok_e-:-witii_te 
in his eyes and he cries out "What will Ijdol"_drlhe_yoiingJtigerwho_ aggressively 
bought land in the i?70'8_and_tpday^^ load, _0r let's consid- 

er the farmer who has absolutely: no debt^ A go^ i think of has 

a net v/orth of _$800^000._He JLved_ very, modestly last year jEuid increased his net 
worth $_12»_00P^Y^_, he's_ getting, along— but it points out that even without any in- 
terest cjjsts .there ^till isn't, profitability. 

__ Thete are those who have taken the position that the solution is to let the chips 
fall, where they may— a kind of survival of the fittest philosophy. Arid I havie to 
admit that I, too^ feel oar Government niust balarice its budget. Arid, las I have to sit 
and tell my rural custonners you cari't spend in order to survive — ybti, too, have that 
toiice! 

- But, I happeri to feel that our Gbverrimerit has an olsligatibrijo help solve a prbb^ 
leiri- it hel|>bd to crieafe. Agriculture has been jised over the years— to balance our 
trade, to deal with other cbiihtries-by placing embargoes, and to have the cheaj)est 
food of any cbujitiT^ '^ the world. T^ nothing 
may be the most costly. It won't be measured in just dollars for the loss of people's 
P'*^_"C*ivity, dignity, pride— the sense of worth and yes, eycii_life itself can!t_ be 
measured. The social impacts of the rural crisis will be felt for many generations to 



Tbe State of Minnesota is already dealing our 
Cpu nty goyernn:*in_t^ City^ schools, social organLeations, .such as churches, etc. I_un- 
deretand the proposed congressiona^^ aw.ay with .County Exten- 

sign work and 4-H programs, Itov,^ I hav^ never heeji too vo^ about milit^ary 
spending— but if you thi.nk militery spending is jintouchable and we're going to take 
away help Jor.thiii^e. people in Rural America Jby cutting our Extension ai^ 4^H^ 
there wilL be a lot of_ua that jnay. get pretty vocal with our votes. Just like Main 
Street, agricultural banking can be profitable only when the Agricultural economy 
is profitable. 



Prepared StAtEMENt op KonAld V. Johnson 



come. 
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Just as the famier needs, help, t^^ of the 
things that heed to be dbnti to help bankers through these times will also help farm- 
ers. 

Today I would ask four specific things that rural banks Jieed.Thev are aaiblLow5: 
(1) Stabilization of farm real estate values^ (2) Stabilize Jiank Capital; (3) Retain ex- 
isting tax la>ysj and (4) Change 

The objective of thepe proposals is to proyMe those bank3_and_ farmer have 
the potential of survival with the opportunity to return to profitability. Let's briefly 

discuss these items. 

_ X' Stabilizatipn of Heal Estate Values—Extend the_time_that_ banl^ may ioJd real 
^tote so that all i>f th_^^^ the_market at one time, far- 
ther depressing prices and consequentiy^ 

2. Stabilize Bank ISipital— Banks need time to e^bsorb. their losses jbo_ they can con- 
tinue to work with th borrowers and aerve.their cjLmm unities. J3y alloiving coun- 
try agricultural bcUiks to spread their loan losses, over a _ld!!year pejriod^ This would 
not cost the government ajtid would aljow baakaJ^ assisiinjestructuringagricaltar- 
aJ debt. The dead debt issue — that debt that can never be repaid iji this environ- 
ment 

3. Retain existi ng tax__ laws that, permit banks to deduct net _ operating Josses 
against income from Jhe past ID yeara as. well as tacarry fbrward Josies for the next 
5 >^eara. (I understand the House passed. _tax changes that would limit this carry- 
back ability to 3 years, but allow losses to be carried forward for 15 years.) Please 
reconsider, i 

Loan Loss Jteserye, Chan th e IBS_CDde.—in_ the seventies i couid take over 2 A 
percent of my eligibleJoans and piit_into_a. reserve. Ij:i)iild take a. redaction for that: 
Lhad to book this, and_i_t had to agree wdth the. tax charts.. What this did was to give 
the bank a very high. r(B5erve_at a..time thabank did.not need it Today we're at 0.6 
percent, a jnoyin&. aver^e_experience_ rater-sa now when. reserve is needed 
most, theJRS is_ nQtgivingjne any _benefit_Qr incentive to increase it So on the one 
hand we have the regulatory agencies_saying. "Raise your reserve" and on the other 
hand we have_the.IRS raying: ^*.Yoii iJan't jise it from a tax pOTition. " 
. J^^by J j*£mind yau that these thinga rm. requesting will not affect the cost of the 
budget TouJon't have to 8pend;4uat act Ydji have fiready seen fit to help the sav- 
ings .and. loan industry. in atabiiizing their capital; you have taken steps to support 
the_Fann (Credit .System, I asljLthatyou do the same for us countzy bankers. 

Jn.closing I j^emind yDJi_that wiien the fanner hurts the whole cot -nunity hurts: 
Jackson_has_ recently Jost abimber yard, a bowling alley— last week we lost our last 
implement dealer— ancLa hardware store is closing out Hiese were ail mcyor busi- 
nesses, in i)uri:onimunity and represent substantiEd Job loss. Bat more importantly, 
let's .think about .peopier— my friends, my neighbors, my employees — people I sit by 
in. church an Sunday^ people. J have coffee with. The stress is like a black cloud. 
There. are_ and wilL he survivors. I believe that Jackson, Minnesota, will survive. 
Th.at_there wiU be_ farmers and bjasin^— a rorai community.- 1 pray that you and 
the. r^t_Qt the. leadership^ of thi- .great country \wil r^pond to the cry for help 
coming from the farms and Main Street of rural America: 
Thank you for your attention. 

The Chairman. Next we sliall hear from Paul Sbbbcihski. 

STATEMENT OF PAUfc SeBOCINSKI ON BEHALF OF 
GROUNDSWELL 

Mr. SoBOCiNSKi. -Good-afternoon, Chairman Gray, Congiossmen 
on _the _Hou_se_ Bu^^ Committee, Congressman Penny, and my 
fellow farm friends: . 

__i would Jike tb begiii tpLday your committee 
for coming here. Chairman Gray, i would also Hke to thank Con- 
gressmaii Weber fpr _t^ he has rriade in regards to 
this meeting. But i would particularjy like toihank Congressman 
Wehei^for the heJfLthat he has given Grbuhdswell over_the^ast 
year in dealing with a iarge number of foreclosures and the prob- 
lems that we have face^ 

i would like to begin here today by telling you how i view the 
present situation in Minnesota agriculture. First of all, I am a 
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farmer. I farm 240 acres by Wabasha^ MN._I have a farrow finish 
operation of 1,000 hogs a year: f believe that the situation today is 
^ bsid as^the Gre^ of the thirties for the farmers and 

businessmen of rural Mirinesota. For' closures are at a record high. 
Thirty^ percent of Minnes^^ are in severe financial trou- 

ble. One-third of Minnesota businesses will close their doors in the 
next 2 years or less if nothing is done. 

-One x)f the most larming things — We have talked^afabut dignity. 
Many farm femilies today do not even have enotigfi money for food. 
The people that produce the food don't have the money to eat. 
There are dair^' farmers out in our area milking 90 Jieao of covys 
that don't have the money to pay the electric bill. Groundswell, 
through others' assistance, Has had to search many times for that 

emergency money just to keep th^^^ 

Probably one of the most upsetting things in the past year that I 
have seiyed in terros of f^^ in Groundswell— and 

that means woricing with the people that are being foreclosed — are 
^hbse whose pro^ my experi- 

ence yesterday. Yesterday; approximately 35 law enforcement offi- 
cers and hijfhwayjpatrplmeh^^fr^^ different counties moved in 
and took the cows^^d machinery from the Stanley Van Iperen 
family near Lake Tl;ey even came in with a tank called a 

"people pusher:'-' is this the kind of violence that has to be inflicted 
^Lippn our farm families due to the new farm bill, let alone the fact 
that Gramn>Rudman is even going to take more? ArexQU aware 
that law enforcement officials have now made the determination 
that^ they don't even have to serve le^al papers in 
plevin before they come to take a former's propert3^ away? Jt-was 
only by the grace of God yesterda^^^ that^y^ By a 

thread, it hung there. People's lives ought to be more important 

than the dollar bill. 

I believe that the foHomng positive steps must be initiated im- 
mediately. No. 1, farmers^^ citizens of the United 
States who are entitled to the leg^ process^ No. 2,^ good defense 
means a strong ferm ecg^^ 3, Gramm-Rudman should 
apply to arms; not farms. [Applause.] - 

_ I have with me today a factsheet that was done by one of our 
directors in Groundswell from Sibley County. I briefly would like to 
go over that. 

it took the example of 127,000 corn acres in Sibley County, 70 
percent probably enr in the program, leaving a balance of 

approximately 88,000 acres of corn. Of those total farms, looking 
ag:ain at a 60 percent participation, meaning 904 farms, if you take 
those acres, about 88,000 acres, you take that times 112 bushels, it 
leaves 950,000 bushels total. 

You take that time the deficiency of j^)jroximat^ $1.03. it 
leaves $10 million to that county. You take that times the Gramm- 
Rudman cut of 4.3 percent; the loss is_$440,000 to those county 
businesses. Then multiply it next year with what Gramm-I?udman 
has in mind for the farmers^ it is^simp^li^^^ 

No. 4, a decent Ci edit program. Everything up to this point hais 
beeri^geared and talte bail out the Farm Credit System, 

but not to help the farmers. [Applause.] 
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The Farm Credit System has done mergers without stockholdera' 
votes. If ydU want to stop snd redu^^^ and if 

you want to create the idea that people are going to work torjether 
and we're going to sit down andwarjc thiiigs put^yor_ don't have e 
policy m •:he Farm Gredtt System that automatically shifts Joan of- 
ficers ardUiiu so that one loan bf^^^ no longer has familiarity with 
the people he has done business with for years. [Applause.] 

FmHA should be mandated to give losyns _tp_fe^^ to har- 

rass them. The United States lends money to foreign countries for 
practically rid iiifere^^^^ with no harrassment. So why is 

PmHA continuing these practices? _ 

In cOnclusidri, jri the past y^ have spent jibantl ess hours 
working with farmers who are trying to live through their diftlcoit 
problems. I ha^^e dealt with cduritless cases dTj)oj»ritialsuic^^^ 
preesion, family abuse, and sadness. The answer chat i must ask 
you to pursue is simply a inatter of comjpassioii an 
through fair pricing for our products and justice through reopen- 
ing^ the uriMr, unjuist, 1985 farm bill. [Applause^^ 

Compassion through upholding foreDearahce, debt restructuring, 
and lower interest and lower taxes. Farniers cariridt cdritinue to 
buy everything at retail cost and sell at wholesale. ITiat means 
celling at-prices far below the cost of productiori. As we coritiriue to 
lose our farmers^ we also lose our rural communities, and finallj' 
you see the complete destr4iction of rural America. 

Thank you very much. I will be happy to answer any questions. 
[ApplauseJ - - 

iThe prepared statement of Mr. Sobocinski follov/s:] 

Prepared Statement of Paul Sobocinski 

^GoodjaSernoon Chairman Gray, eongressmen on the House Budget Committee, 

andFriendf, _ _ 

_I_WDuld like_to be^n by thanking ^iiu yoar committee for coming here Chairr 
man _Gray, and J'd like. to_ thank Congressman Weber for jnaking the arrangements 
that are jnaking_thiBjx>saiblc+jandfor^viMjne the opportnnity. tc testify. Ground- 
sweU depends, on Conj3ressman_Webers_ office for ieio _with many of Ihe difficult 
problems we have to deaL witk on an. everyday: baais^ We ^re ^^ratef ul ior Jthat help. 

I wpuld_like to begin today by tolling^ou how 1 view the_preaent_ situation in_Min' 
njBsota agriculture. I believe that the situatioaioday ia as bad as the "GreatJDepres- 
sion.of the 1920's." Foreclosures are at a record hign; Mi percent of JVIinnesota fanrr 
ers are in severe financial trouble.. One--third_ Pf Minnesota. buain^es jwiU close 
their doors in the next 2 years. Many farm families do not have enough money for 
fbqd. 

For the past year I've been pn_the Grpundswell Board_and_ I'v^ worked. with_many 
^arm fa_miiies_ who are being foreclosed on _ or whose mach inery and livestock axe 
being replevied the lender. Yesterday, approximately 35 la_w officers and high- 
way patrplmen from 14 different counties moved in and toi.>k the cows and m^chin* 
eiy from the Stanley Van Iperen family near I^e Wilson- 

a tank" called a "people pusher." Is this the kind of violence that has to b$ Infllirt- 
ed upon our farm ^^^^ to the pgw farm feUi let alone the fact that Gr^ 

Rudman is ev<?ji going to take more? Are you aware that law enforcement officers 
have now made the detenninatipn that th^ don't have to serve legal papers before 
they come to take _a farmer's property away? It was only by the Grace of iGrod that 

violence was avoided yesterday. ^ 

I believe that the following^ositive steps must be initiated immediately: 

1. Farmers should be declared citizens of the United States who are entitled to 
the legal process. 

2. A good defense means a strong fann encpnoinic base 
B. Gramm-Rudmah should applv to arms, not farms. 

4. A decent emergen^ "credit* program. Everjrthing up to this point has been to 
"bailout" Farm Credit System, not to help the fanner. 
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6. FrhHA should be mandated to give loans to fatmera^ hot to harass theih. The 
United States borrows nibiiey to foreign cbiiritries for 1 percent interest with ho har- 
assment. So why is the FiiiHA allowed to cbritiniie these practices? 

In coricliisibhrin the piast year I have s^rit countless hours working with farmera 
who are trying to live through their difficult problems. I have dealt with countless 
cas^ bf potential suicides, deipression, family cbiise, and sadness. The answer I miist 
ask ybii to pursue is simpl;y a matter bf cbmpassibri and justice. 

Justice thrbugh-fair pricing fbr oiir products, arid justice throiigh reoperiirig the 
unfair, lirijiist 1985 farm bilL - _ . 

Cbrii passion thrbiigh lipHbldirtg fbrebeararice» debt-restructuring, arid Idwier inter- 
est arid Ibwer taxes. Farriiera cahribt cbritiniie to buy everythirig at high retail costs, 
arid^ell biir products at prices far less thari what it costs us to produce it. As ybu 
coritin^e to lose farrheni so shall the small rural cbmriiunities disappear, and finally 
you will see the compU^ta flestriictibn bf rural America. 

Thank ybu arid I wiU be happy to ariswer ybiir qiiestibris. 

The Chairman. Now Milan Wishiewski. 

STATEMENT OF MILAN WISNIEWSKl. STATE FARM ADVOCATE 

Mr. WiSNXEWSKi. I am Milan Wisniewslu from Ivanhoe, MN. I 
ain a State farm advocate. I work with a lot of people who are 
having financial probleixis and go with them to their lenders and 
try to work things but and get things going for them. 

Today I want to speak to you on the FHA guaranteed loan situa- 
tion. As far as fafmere are concerned, it is hot helping them in the 
way it is supposed to. It does help the other lender in a way, in 
that it guarantees that they won't take as much a loss of money on 
that loan. In most cases, it ends ap with the farmer actually put- 
ting two lenders in place for the rarmer to have to work with, I 
have seen csises where a farmer was given a loan and 4 months 
later was shut down fronijibihg^^ what he^ w actually supposed to 
do^ jnainly because evidently the banker or the lender and the 
FHA didn't agree on some brit and the farmer g^^^ 
middle of it. Actually, what happened was the farmer ended up in 
a foreclosure situation in which the loan was supposed to help Iceep 
him out of. 

Also, in most cases, when I see these guaranteed loans, the 
farmer is having to pay a 1-percent interest cost to PHA to get this 
loan, and at the bank he ends up pa3fing the high-risk lender's rate, 
which this loan is supposedly putting him in a better condition 
with that lender, but ne ends up paying the high-risk interest. No 
way is this helping him a bit. 

Another thing is I don't feel that any farmer today should have 
to be sitting at these high interest rates when in of cases we're 
putting out grants to other countries, loans for 2 percent, and our 
farmers are sitting here paying one of the Jiig^ interest rates of 
any business around. I think we should be able to put FHA, in 
their direct loanst somewhere betw^^ 6 percent and _iise the 

direct loan, where we can have some money coming inta the com- 
munity, _going_ into the __ban help _that _bank 
through the community,^ whereas on a guaranteed loan the bank is 
actually jyLking_it_ou^^^ its i^bcket and FHAJs giving the^ bank a 
slip X)f paper saying they're guaranteeing it and no extra money is 
put into the community J/) 

The next thing i think we need on this is debt restructuring, 
which FTlA can with. But we've got to have a floor price on 
that farm product, a floor price that's liveable and profitable, so 
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that we can restructure this debt load, tdd. If we can't restructure 
this debt Idad tp a flbor^p^^ — I have worked with people for the 
last several years in restructuring their debt load, arid the£ are 
back iri_ trouble today, because of what the farm price has done; 
Until you get a floor that that farm price can't fall below, you'll 
never be able to restructure this debt load. 

Also, i feel FHA, ij^ some cases, or in a lot of cases I have seen, 
the_FHA_supe_i^isors_d seem to be doing their job to help with 
this thing, if they would do the job that they're supposed to doLtb 
help keep that faraier o^^ farm, instead of trying to figure out 
ways of how they can hinder him, we could work a lot better situa- 
tion^ 

I think in this particular situation that Congress has got some 
respqrisibilityj since this js a Federal program. I think they should 
be able to put some severe penalties on some of these officials that 
are refusirig to follow the Federal code of regulations in their situa- 
tions, and also to give the farmer the due process of law in these 
situations. 

I have never read or seen anything that the FHA is to be a liqui- 
dator. This is all we hear, all we're reading in our papers, bur 
TV's and radios lately, how they're going to go out here and liqui- 
date these people. FHA was brigiriaUy Jt^^ the farmer 
on the farm and to keep the communities together, i have not 
found anything in the regulations where they should be a licjuida- 
tor. They are a lender of last resort and they are to help in a time 
of need. Help the borrower become successful and graduate back 
but tb the cbmmercial lenders again. 

Also in the regulations it states that at ariy time that it is 
beyond the borrower's contrbl and impairs his standard of living or 
his family's standard of living, that they are to work with him and 
help him but and_ hot liquidate him. 

At thia time J ^ill- give you just a few examples. I have one case 
in an FHA _bffice.__We have had this case in this office for a year 
and a half for a young couple that's been wanting to get a loan. 
Today we still dp not have a^ Iban, The supervi- 

sor was called just the other day on it and he says he hasn't had 
time to look at it. A year arid a half on a Ibari? That's a little bit 
ridiculous. __ _ 

I have aribther brie, ari appeal_ in a State office. At this time that 
appeal has been laying there for 75 days. This is an appeal on a 
loan frbrii last year yet. 

I have another one in the national office, an appeal situation 
that's been there since December of 1985. These are ridiculous situ- 
ations to work under. I don't see that FHA is doing what they're 
there for at this rate. [Applause.] 

That's all I have at this time. 

[The prepared statement of Mr. Wisrtiewski fbllbws:] 
Prepared Statement op Milan Wisniewski 

Gentlemen you probably sit on the committee that has the awesome_task_of prop- 
erly budgeting the revenues used to feed, maintain and defend our nation of_220 
million people! Each of you were elected to serye a portion Pjf that 220_ mij lion in 
your district by those people. It is high time that you as a our elected representa- 
tives began serving the people and not the Cargill s, Chase Manhattans, and other 
multinational conglomerate corporations and world money changers. If you do not 
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imrriediately Jake very seriously the iipheav ^ that is beginning in riiral America 
caused by these very corporations and money interirats that are attempting to and 
succeeding in starving a large pdrtioh of our 2 mjllion farmer of the land. 

By starving I mean literajly starring people off of the land their forefathers 
Hbrn<rateaded arid have wbrked generations, until we became the most 

prbsperbus food_producirig nation bri earth. _This prosperity has yari- 

ished and farriiers arid^ their families are now being starved off by lb w cbmmodity 
prices and can no longer everi feed their own families not to say anything about the 
rest of this nation. The latest figures are that each of bur 2 million farmers feeds 80 
people. Somehbw that means that only 160 million get fed in this nation. Where is 
that gaint surplus we supposedly have? The only surplus arourid is a surplus of gar- 
bage that these corpbrations and mbney changers are feeding you Congressmen, 
which you seem ready to gobble up at every ayaijable opportunity. In a nation 
where _ 60 m lllipn people would be starving if it were nbt for imported food why db 
you appropriate money to take land out of production, lower commodity prices, and 
further destrby the Hvest^ iridustry of this country? The lobbying ef- 

forts of these chosen few multination^^^ corporations and International Monetary 
Fund will destroy this nation's food producing^ factory and will re our a|Ticul- 
ture system to one of serfdom and slavery identical to the^ system iri_ place ^ in the 
y.S.S.R. and other starving nation's of the wbrld if pur elected representatives do 
not deal with the needs of this nation's primary and most productive segriient of the 
econoniy. 

Instead of reading Coninniittee^ o reports developed by 

these corporations and money changers, and passing laws such as the Family Farm 
Liquidation Act of 1986, and bailing out the Farm Credit Administration so that the 
In ternatipnal Monetary Fund can prpceed with their 1 995 Plan for American Agri- 
cujturej l wpuid suggest that yo^ .rein^ ^pu happen to get your job and 

represent tfi^-P^-Ppi^-Whp ele^ 

__..Qnly immediate and by ypu and your cplleagues can avert 

mass_ starvation not only In this nation but around the wprjd. Only a massive plan 
te revitalize rural America will come to the aid of this nation. What can you do for 
the peppie you ask? 

..First the. American farmer has^ becpme so burdened with debt that he can no 
longer function productively. An Immediate stoppage of all farm liquidations is a 
must. . 

.._ Seco^ndt __a^ comprehensive debt restructuri^^ plan must be implemented, writing 

off a^nd_rea.mortizing this .debt ^_1^^^ 

__Thi_rd, the FmJiA needs a concessional ™ implement this program so 

thatJiot.D.ne.nipre._fkr.me.r goes out ofb and that those who have been forced 

to JeaveJiave the op_port unity _to return.. 

__FDurth,_a_ floor price on__each_a.nd every commodity must be ^tabjished that would 
bring a fair return to the. farmer in order to cash flpw a debt restructuring plan, 
stop falling land yaiues^ and make him a prpductiye niember pf our econpmy. This 
nation can np Jpnger affprd the cheap food, low commodity price program that has 
lined the coffers of the Cargills and other cprpprations at the taxpa^^ers expense. A 
floor price would immediately b^^^ back to agriculture at far less ex- 

pense than pur current farm legisla tipn , 

.. Tp get thU. plan started Congress must make a rn^ the FriiHA and 

make Ipw interest debt restiTictunn^ to every farmer. They must irii- 

plement new regulations and mandate that jpresent regulatioris be followed to the 
letter. Stiff penalties for abuses and violations of farmers due process rights riiust be 
imposed on FmHA personnel. Preseritly we have Fri^HA pereonriel aiding private 
institutibris in liquiaatirig farmers and bailirig out these lenders with FriiHA guar- 
anteed loans. FmHA officials and private lenders are cooperatirig to make guarari- 
teed loans by inflating property values to get large guarantees arid then foreclosing 
befbre the loari matures, bailing biit the private leriders. Interest rates above those 
prescribed by the Code of Federal Regulatibris are being charged bri these Ibaris all 
tb the benefit of the private leriders. This prograrii has becbriie a riiajbr part of rriahy 
private lenders and the FCA. liquidatibri plan iri order to extract money that would 
otherwise be jbst from our gbverrimerit. Title 18, sectibri 1014 of the Uriited Stat^^s 
Criminal Ccxle iriiposes a $5000 fine arid 2 years iri prisbri for these violations of the 

law. _ . . . - - - — - . 

Corigress needs^tb imriiediately rescind the 36 billibri bailout of the Farrii Credit 
Admjnistration because of their refusual to follbw the ^ngressibrial mandate passed 
in Dec. 1985 in the name of the Farm Credit System Restructuring and Regulatory 
Reform Act. This institution is proceeding with rec4cless^ abandon to foreclose as 
many farmers as possible in pursuit of the goals of their 1995 plan for agriculture. 
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lliey have dpeiily stated that their gdcd is ta use their available reserves up as soon 
afld fafic as pdsjsible in order to get ^bur $6 billion bailout package implemented. 

These _ funds heed to be immediately reallocated to implement a senous debt re- 
structuring plan that will provide those who elect you an adequate food supjaly at 
affordable prices. 

Stopgap legislation heeds to be j^mmediately implemented to reestablish a_ sound 
hiohetaiy base to aid ^ ih the recovery of rural Amenca. Your coUefi^esbl under of 
y®^^ ^9 this nation to certain destruction. and must J>e_ re^ 

vereed and-the management of our resources retumedjto_the__halls_of JCongress 
where the Cbnstitut^^^^ interest 
gbvemment hnonds must be used to bring back this countryls. productivity: in flgriculr 
ture and industry putting Americans back to work as taxpaying citizens instead of 

hames^h welfare rolls. 

. Unless our eje^.t^ j.gpj^ right nowLCMiJthese.jnatters the starvation 

and unrest in ruml America will spread like fire into_the cities of our country. Hie 
legisjatipn now in effect is about to brin^jour food producing mechanism to a 
screeching: halt in 1986, and withojLt j^our . .attention on these mattera the 
money changers may. succeed. with t^^ serfdom and slaveiy to Oiir 

cpuntiy^ Thomas Jefferson joncej^dd that^" then by rapid deflatioh 

the money chancers vidlLtakeihe.p^ It's happening right how ac- 

cnws thie. coujntiy, Jt happened yesterday 40 miles from here to Stan Van Ipereh 
and_fkmily. AlLms_prQper^ was taken iiiegaliy in violation of his due process rights 
guaranteed under the Cojistitution. Everything he haa worked for, for 30 some years 
w^_stolen_frQm_liimjnot because he couldn't Jiaake his payments but because his 
projierty has supposedhr deflated in value. Is this the America that bur forefathers 
envisioned? We really don't believe it is. 

The Chairman 

Let me just you have all been veiy pointed, very "right to 
i^r^ very clear. I don't have any_4ueitiolns I want to ask you. I may 
send you some questions in writing to get further detailed answers 
from you. 

As chairman of the House Budget Committee, this is the largest 
hearing that wejiaye^ 

That says something about the extent of the problem and the 
concern that you have with regard 

to the issue. I want to thank you- for your testimony and I want to 
^^aiik aU ofj^ou^f^^ your presence, showing what a 

great concern you have about these Jssues. Mr. Weber. 

Mr. WebeRv^^M^ and I would 

like to ask everybody ^ lot of - questions, but I think it is vastly 
i^pre imiK)rtant tli^ we hear what they have to say than they hear 
what we have to say. _ 

Tlie Ch-Mrm^ 

Mn fcowRY. lliank yqu^ Mr. Chairman. I want to echo what my 
friend^ Vih Weber, dust said^ I appreciate the situation of the panel. 

I would like to point out just one thing. I know Mr. Johnson 
didn't mean to s^JhiSi but Congress is not proposing the 57-per- 
cent cut in the Cooperative-Extension Service. That was the Presi- 
dent's budget thM eyei^body on this panel voted down yesterday. 
There were only 12 people in the whole House who Voted for it. 
[Applause.] _ 

L think you knew that. It- came out as a congressional proposal 
and that was a proposal of the administration and it got voted 
down. - — 

The Chairman. The gentleman from South Carolina, Mr. Der- 
rick. - ___ 

Mr. Derrick, Mr. Johnson, the chairman leaned over to me and 
said, "Is that the man who wrote your speech?" You gave a speech 
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close to the one I was giving before the Budget Committee y 
day. The only thing is, before I leave this town I want a copy of it. 

[Applause.! 

The Chairman. The gentleman from Michigan, Mr. Wojpe. 
_ Mr. WoLPE, Thank you, _Mr._ Chairman. I think that of ail the tes^ 
timony we have taken over the last several months, I think it was 

probably one of the most _ef|ectiye panels I My^^^ 

We have a tendency when we talk about the budget, to talk 
abpuj; thMi_humbers^ and we frequency f^^^ the people that are 
behind those statistics. I think you have helped dramatize in. a very 
persona] way the^h^^ of what is happening. My only 

hope is that the message you have conveyed today will be heard by 
our cblleagtles in the Congress and especially by the gentleman in 
the White House. 

Let there be no mistake about it, tihe issue we are debating today 
is not whether or not to reduce the deficit; we are mandated under 
law to meet a certain deficit target. The only issue is the priorities 
that we have as a country and we have as a people and whether 
we're going to put people first or whether we're going to put a lot 
of "fat cai?' contractors who have been ripping off the American 
taxpayer. That's the issue. [Applause.] 

Thankyou.. _ _ 

The Chairman. The gentleman from California, Mr. Fazia 
Mr. Fazio. Mr. Chairman, let's just keep bri going. I've had my 
say^Th^kyou. — _ _ _ __ _ _ 

The Chairman, The gentleman, from Minnesota, Mr. Penny. 

Mr. Penny. -Mr. Chairman, I want to respond to the comment 
made by Mr, Johnson whenjie jlescj-jbed the_fam no debt 

who was still facing a certain amount of financial distress because 

of thefarmecon^ 

It reminds me of a guy who told me recently that you can still 
Safce a small forUine_ in a^icultu problem is, you have to 

start out with a large fortune. [Applause.] 

_ I ^^bw we^ have M waiting to come forward, but I 

have a question that either or both Mr. Ryan and Mr. Johnson 
can answer. Given the tact that the Farm Credit System and our 
farm banks are experiencing distress due to the income picture in 
agriculture, what do you project under the policies in this new 
farm bill? 

Some people say it vdll stabilize the^ituatidn. Others of ns argue 
that it s going to continue to slide. What is your prediction as to 
what happens if we leave this new farm bill in place? 

Mr. Johnson. I have to ask you the question. Congressman^ in 
rebuttal, in the sense that who really knows what the farm bill is 
today? [Applause.] _ 

I'm sitting there with a Ph.D., a master's degree,- and two just 
plain bachelor of science degree loan officers., some of the best that 
I think I can find. They're trying to interpret what is coming out of 
Washington today and they're haying one heck bf a time in trying 
to develop cash flows for these people because they don't know 
where you're at. Here it is, we're _Iess_ than 30 days away from 
going to the field. I've got problems and that's^ it. 

Now giving you a straight answer^, if we haye bottornirf 
question it. You have talked about land values, you have talked 
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about grain. I have not seen the fore yet I guess I'm d ucomfortable 
witi^h the projections^ Tm sitting there trjd officers 
come through. So Fm not comfortable today with the bill. 
Penny. I cei^nly s^^ 
A related question. Given the uncertainty of what we are to 
expect under this farm bill, and the fact tliat all the regulations 
and all the answers aren't out there yet, where do you sit in terms 
of loaning for operating expenses, compared to where ydii would 
hbrhially be at this time of the year? How many of your borrowers 
normally know where they stand right now compared to past 
years? 

Mr^JoHNSON^ lTie great majori^ do. I still 

haye---I have been sitting here the last 2 or 3 weeks working with 
specific cases, where they probably will not be farming in 1986. I 
can think of two jjrth^re^^ 

To ^ve you somewhat of a tone of what we^re finding, like J say, 
r?S just a smaJl_ihdepende^^ bank m sjmthwest Minnesota^ the 
first 1^5 financial statements that we took of farm borro^^ers, less 
thM_ 38_perceht maM rooriey last _^Mr. Now, J^^^ 
you what the direction is. So if the man was ^eady in trouble 
gpinj[ into last he finds himself still in trouble, we've got 

very serious problems. 

We're trying tq work with bur bbrrbwers. YbU^c^^t jiist dass^ 
them all in one run. We are tr3dng to take them individually emd 
trying to develbp the pattern. In sbme cases it tkkes a lot of time 
and massaging to get them to recognize that "Hey, it's futile." We 
sometimes da them a disservice in allowing them to go on. I have 
been guilty of that, in working too long. 

I'm sorry to take to take so long in answering your question, but 
that's the kind of picture that's out theve— -and I think I speak 
pretty 4ypically^ for the banks down here in this corner of the State. 

Mr. PENNY. Thank you. 

The Chairman. We^ want to thank this panel for^ their testimony. 

We how call Hon. Jim Nichols* the Minnesota State Agriculture 
Commissioner, to the witness table. He has arrived and we're de- 
lighted he was able to make' it. 

Before you proceed, Mr. Commissioner, unfortunately, C3ongress- 
mah Wolpe Md I wO the conclusibh of you 

testimony ^nd the testimony of the next panel. I w^nt to say I will 
very carejiUlx rea^ testimony a^ as that__of the jiext 

panel. I will turn the gavel over to Congressman towry, who is the 
most senibr member_ oTjh_eJ3udget Committee cm tlie_m^ side. 

I want to take this opportunity to thank Congressman Weber for 
in>ating us to come. It has been an^ eye cjieher. f also waM 
Congressman Tim Fenny for joining us. Although Congressman 
Penny is^ribt a member bf tiie Bud^ those of us who 

know him in Washington know that he has a very keen interest in 
budgetary matter^ [Ap^ 

So we are delighted to have come Jhere today and be with two of 
ybur Representatives, Congressman Weber, whb serves ably bn the 
committee, and Congressman Penny. 

Before you begin, Cbmmissibner Nichbls, I am a city bby. I cbme 
from a place called Philadelphia, PA. However, there is one thing 
that this city boy knows, we don't grow food, or we don't produce 
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niilk in the supermarket. It comes from places like here. [Ap- 
plause.] 

When we were on our hearings last year, a farmer said some- 
^^A?^ you. We do 

have ajcrisis, and it's not just a rural crisis, hut it's an American 
crisis. Without a strong productive rural agriculture sector of our 
economy, we'xe not going to have a defense or a society. The 
farmer was from Joriesbbro, AR, he said, "Congressman, when 
somebody in your district loses a job, he goes home, thinks about itj 
mulls it over, goes to sleep, gets up the next day and determines 
what he's going to do. But when you^ a farmerj and if you lose 
your job, you don't have a home to go to because that's gone, too." 
That's a big (Ufferehce^ 

i want to let you all know that this committee will be doing ev- 
erything possible to ensure those priorities are the right kind of 
priorities from the Budget Qjmmittee.^his will jehsure that the 
people in. communities like Worthington, MN, vrho are the back- 
boiie of tjiis lotion, a not witten off by the powerful folks who 
think it's unimportant, because you're darned important to this 
Nation. 

Thank you very much. [Standing ovation.] 
Cbmmissibner, I invite you to begin. 

STATEMENT OF JIM NICHOLS, MINNESOTA STATE AGRICULTURE 

eOMMiSSIONER 

Mr. NiCHOi^^^^ I think that the audience should also know that 
Chairman Gr^, along with Congressmen Weber and Penny, voted 
with us, I believe, on every vote on the Harkin farm bill. We never 
lost them on a single vote. [Appl^ 

I think there were other members of the committee who also 
voted with Us on eyeiyy^^ 

I have to be brief here. If any of my neigiibors are here from 
Lake _B(Bn ton or Pipes tonfj^ I_nee d a ride to my farm because this is 
the end of the line for Mesaba Airlines and I'm stuck here. [Laugh- 
ter.] 

Please don't leave without me. _ 

Just one other quick thing tiiat I think is signficant of what is 
going on in this country. Jim Wycorf from the local radio station 
just told me that the Departirrent of Commerce and the FDfC just 
closed the Lambertdn BE^^ thq^ you frpin othe^^ 
community made a determined effort to save that bank, threw in 
cqinmUriitjr m^^^ bank^if ybu can telie^ Yester- 

day the president of the bank said we're just not going^to make it 
He had bi^en a good banker^ generous to his farniers— some could 
say overly generous — but he just couldn't stem the tide of farm 
foreclbsures. 

So we just lost another baiik. We have lost several already. We 
have 48 banks on the trouble list. I don't know if any of those 48 
banks can survive. I hope that sbmebbdy pointed out to ybu bh the 
way into town that SG businesses in Worthington_closed in the last 
year. We _haye_lost 150 implement deal^^^^^ in 2 years, in Minne- 
sota and South Dakota, and the list goes on and on. It's not just a 
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fkrm problem; it's a rural problem and actually it's become a big 
bank problem as well. 

The Governor and I were meeting with the hdUse arid seriate thjs 
morning — our legislature adjourns in about 4 days— and we arc 
putting together a plan which I hqpe^ passes.^ to spend 

about $200 million to restructure farm debt in Minnesota. We don't 
have the riioriey. Like many States, we^re having a declij^^ in reve- 
nues, but agriculture is the biggest industry in Minnesota and we 
cari't afford riot to help the farriiers iri this State or we're going to 
be in a lot of trouble. _ _ 

__I_warit to speak about some specific bills that are b 
gress. Last week you passed legislation that -W4>uld correct some 
Proljlerns w^^ yield. USDA tried to cheat 

farniers out of their proven yields and reduce the base. That cor- 
rectipn was_ they_were_tryirig to cheat us out of $850 million. That's 
exactly what waa going on. 

But you took the $850 million that they were cheating us out of 
out of export credits, the bonus bushel program. The reason our ex- 
ports are falling is not because the farm price is too high. The farm 
prices in most cases are at a 10- or 15-year low. It is th,^ overvalued 
American dollar that is killing the farm expibrts; $5 beans in 
Worthington today ^cost $7 in Canada, plus freight, and $9 in W^st 
Germany. Two-thirds of all the soybeans we grow are exported— this 
is^ com and bean country here, 40 percent of everything we graw. 
The Reagan deficit and the overvalued dollar have destroyed the 
farm export market. We haye an embargo on all nations with 
expjorts now because of the overvalued dollar. 
_ One of ti^e w^ that was the bonus bush^ 

You can use what we do best, produce Jake our surplus production 
and give it away as a bonus bushel. But last week you took $850 
million out of that $2 billion program, virtually gutted it, and the 
Secretary won't impleme^ it anyhow because the State Depart- 
ment says we can't put subsidies into Russia. "We don't want to 
help them Commies." Somebody should point out to the Secretary 
of State that every one of the 530 million bushels that we sold to 
Russia last year was subsidized with the 48-cent-per-bushel defi- 
ciency payment. 

In addition, Treasury says we can't put subsidized beans into any 
country we might cdrilpete with like Brazil because they riii^hj: de- 
fault on their debts. We have to have an across-the-board mandat- 
ed bdrius bushel prdgrariith^^ 

We don't want your sympathy here today; we don't want your 
subsidies. We just warit a fair price. [Applause.] 

There is nothing wrong with Minnesota that $3.56 corn; $8 
beanSj and J15 milk can't solve, arid that's the truth. [Applaud 

Another bill that you just passed a resolution for and will be 
pending again, we need credi^^ in many cases no 

longer available because farmere ^;an't cash-flow $1.80 corn and 
$2,30 wheat. It's just not in the cards. 

FHA is out of money. Virt ually every county office in this State 
is out of money and direct loan moneys^ and in a neighboring 
county we've got 255 farmers on ^ waiting list— and I suspect that's 
true in most counties. They couldn't process 255 loans if they had 
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the money, which they do^'t We need credit to get the crop in the 
ground^ 

The best^ cheapest, aiitl^C[uickei5t way to give Us credit ic to ad- 
vance theCprnmbdityCr^^^^^ loans. We get it through 
the local county APC offi^f* It's cheap and its quick. You passed a 
budget resolution lagt we^^ urging the Secretary to advance these 
loans. The Senate did the s^nie:- You said in. the 1985 farm bill that 
the Secretary "may'' advance CCC loans if adequate credit is not 
available. Til telJ yoU, adequate credit ain't available. {Applause.] 

Unfortunately, Mr. Lyn&^and I imagine the boss told him what 
to do— refuses to advance, ^ny of this money. This is 4iot- going to 
cost th^ taxpayers any m^?^^. When I participate in the farm pro- 
gram, I get the loan anyJiP'A^ in the fail. Yoa can't stop it. It's auta-^ 
matic. If I'm in the farX^^. program I automatically Jet the CCC 
loan. All we're asking for to advance half of that money in the 
spring. We'll pay the interest cost^ which today is 7%_percent inter- 
est. It's not a subsidised interest rate; that's the Government's cost 
of money, that's- the bond >ate today. If you were to ptisA thjit, it 
would make $600 million Mailable to Minnesota at 7% percent in- 
terest. We get in this field it you go back and do that. _ 
_ We ne^ed one simple thing for you^to dp. You have to change that 
word "may," where the Secretary "may'- advance these loans' to 
"shaIl/'_ That's what we right now. So go back to Washington 
and do that. [Applause.] ^_ 

_ It ain't going to worR w^^^H "may" because the guy isn't going to 
do it. 

I have appealed to Vin beforehand have said, "Vin, you 

have chaired the Presideiit § reelection committee and I know ydU 
have sbme Iriflue^^^ with ^he guy." Tell the President and some 
other conservatives^ — — __ 

Mr. Weber. He listens to tt^e real ^ose JLau^hter.] 

Mr. Nichols^ I thitjk if ejt^oagh conservatives were to go to the 
President and say /'W^^ ha%^ to_have this money''— -I icnow you un- 
derstand this problem, but ^ m not sure the President does, and I'm 
not sure Mr. Lyng does. 

Very quickly, you get my &rice of Com, wheat, soyJbeans,. milk, ev- 
erything I produce, ybu s^t it with the loan rate. When I combine 
my corn in the fall, 1 get tf^o clioices. I can take i^ to town anisell 
it, or I can put it in the t>J^^. There's nothing^ else I can db._ When 
the wagon is full, it goes ^ to^en Qr in the bin. I'm not going to 
take it ta town in the fall t>^catis§ the price is tbo lbw. Tf I put it in 
the bin, I Jtiave got to S^t f Joan tx> pay off my operating loans for 
the yean You can't get it f^^m i3rivate_ sources because most bank- 
ers will loan you half as iS^Ob as yQU need as long as you're worth 
twice what you're asking for, ^pplause.] 

To solve that probieni, COhgress, -54 years ago, created the Com- 
modity Cr-edit CorporatidiJ- It sets the loan rate._Last year oh my 
farm the loan rate vvrgU5 $2-f Nowv obviously, when I got $2.33 on 
that corn in th^ bin, I need least $2.33 tb take it bUt bf the bin. 
Eye^body in the whole w^rl^, GargiU oh down, knows that. What 
do -they happen to pay for^Ct^rn? On a good day, $2^35^ $2.14 on a 
bad day. When ybu set the ^^bxi rate, you set iny_cash price of corn. 

Now, what is it at my farrH *He next year— $1^62. What are they going 
to be paying at the local el^^^tor next fall- $1.62. The same is true 
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for milk. The^ Federal milk^mar^^ orders absblutely tbta 
the price of milk. Yoa're 45ayiixg $11.43 in Minnesota today, but a 
Florida producer gets $16.80. When we had that price cut^ the price 
in Florida J years age was $16:6(3. The Southern guys never took a 
penny of that price cut. Their price went up. But we took the full 
$150 hit. 

When you cut the price of milk to the farmers, it was alwajre 
kind of interesting that you didn't cut the rovernmert's purchase 
price of milk. You cut it $1.50 in Minnesota, which cost us $165 
million, $7,000 per farm, but the Jprdcessoris got to sell the surplus 
to the Government at the sam>? price, and milk went up in the gro- 
cery stores. Yo^b^^^^ much milk, and Senator 
Boschwitz and others said the solution is to cut the price. What 
Mppened? Farmers_ d^^ to do^ They produced more 
milk to make up for the lower price. It hurts the taxpayers, the 
farniersj_ arid the cp^^ 

Now we have this little Gramm-Rudman bill that was going to 
cut the purchase price bf cbriimpdity Jur^^ milk 4. o percent, The 
processors didn't-like that. They happen to be AMPi, the No. i 
seller to the_ Federal Government, and all_ the other conpps who 
have that big PAC money, they went to you and said "We don't 
want to take this 4.3 percent hit under Gramrn-Rudman. We've got 
a better idea. Let's assess the farmers 10 cents a hundredweight." 
A great idea. I haven't heard any farmer yet that liked it. 

Thanks to the influence of the PAC's and Tony Coelho — as far as 
I'm concerned, he was bought by the PAG's; they own him, the Na- 
Uqnal Milk Producers Federatidri — you passed that 10-cerit assess- 
ment. 

_ _Aripther_ thing Tgriy and some others djd to us^^ £bU_mand^ted in 
the 1385 famx bill a $4.18 class 1 differential for a Florida producer 
and $_1_.20_ in Minriespta. That price of milk is^qirig: to Jp _tp_$9 in 
Minnesota in 2 yeara an'^ $18 in Florida, it's bad enou^ that you 
set the pricCj but you dor, u even set it fair. [Applause.] 

You can solve that problem. 

Two more quick things. Last year, in 1984, we had $3,6 millipn in 
direct FHA loans. President Reagan, as he is want to do, decided 4:o 
privatize FHA and whatever else he's selling off at the moment. So 
you reduce that to $1.5 billion in direct FHA loans, over a $2 bil- 
lion reduction. He decided to force us into the guaranteed route. 
You didn't make enough money available fcr loan guarantees as 
well. FHA loans money directly at their cost of money, which last 
year was 10% J>ercent. WTle^ go the guar- 

anteed route, he's got to go to the bank and borrow the money at 
their, interest, aiLd thra he's ggt tpjpay a l-gercra admiriistrative 
fee. We're talking about 15 percent money now. 

As a taxplayer, you dpn't prp^^ Iqari. If I 

default on the loan, you're out whatever i defaulted on ,^ whether 
you loan it directly or whether you guarantee the lpan,_ All you did 
with that program was help the bankers. I call those bank pro- 
grams, not farm programs, and I resent the fact that some people 
try arid pas& that off as a farm program. We need direct FHA 
money or we're never going to be able to get a crop in the ground 
this fall. 
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. I had better quit. It's been a long da> for all of you. I have more 
testimony here. 

But the President has decided to eliminate one-third to one-half 
of the farmers in this Nation, and sometimes jt appears that the 
Congress has neither the will nor the backbone to resist it. [Ap- 
plause.} 

Thank you for coming here. We need your help. Don't forget us, 
because we're not going to fofgiet you. Thank you. f Applause.] 
[The prepared statement of Mr. *^ Nichols follows:] 



Prepared Statement op Jim Nichols 

: First of all, I want to thank the membere of the committee for coming to Minneso- 
ta, and i would like to comniend Congressman Vin Weber for brihg^ing the commit- 
tee here today. I also want to thank Congreesman Weber for his votes for the 
Harkin farm bill and the mem here of the committee who also supported the Harkih 
bili. 

In the 1981 farm bill; the Reagan administration promised that: (1) farm iiicbme 
would increase,^2) farm exports would increase; and C3) taxpayer cbstk would be re- 
duced. The 1981 farm bill proved to be the worst disu-.ter for farmers^ since the 
Hoover, era as farm income drooped to depr^ion levels, farm exports dropped by 
almost 35 percent; and taxpayer costs increased more than 2*/z times. The 1985 farm 
bill repeats all of those mistakes. . . ... 

-We have a desperate need for credit in Minnesota. At this m6^heht, thdiisards of 
Minnesota farmers have not yet secured spring planting Idans^ Private lenders ^re 
turning down farm loans; becausie farmers cannot r;ish flow Jpl.80 corn and $2.30 
wheat. . . _ 

Congress sets the cash price of grain whien it sets the loan rate. When I combine 
my corn in the fall, I haVe two chdicies,- I can-take the corn to town and sell it when 
the price is low, or I can put it in my bin. If-I put it in the bin j heed to secure a 
loan to pay off- my farm operating expenses. Those loans are hue available from pri- 
vate sources, since a typical bahkier will loan you ohe^half as much as you heed as 
long as you are worth twice as much as you are asking for. - 

Last year's loan rate for corn on my farm wai S2.33 per bushel. Since I have to 
haVe at least ^2.33 beforie I can take the corn but of the bin, that is almost exactlv 
what the local eleVatar is paying, Ne::t year's loan r^te is $1.62 in my cottnty. Neei 
less to say the local eliBvator will be paying $1.62. Nobody can cash flow $1.^2 corn. 

As private lenders ^urh down Jarmers^ the^^^lihe^up at the local FmHA • iTices. As 
of three days ago, 255 farmers were on a waiting list in the neighboring county and 
i suspect^ the lists are the same m most cbunties across the United States. Worat of 
all, the-FiriHA is totally but-bf direct operating loan monies. In 1985, Congress set 
aside $3^ billion for direct FmHA loans. This year that has been reduced to $L5 
billion. The Reagan administration has tried to force FmHA to guarantee loans at 
Ibcsl tanks. This forces the faiihers to j)ay the high interest rates at local banks, in 
addition to tba one percent administrative charge by FmK^. The taxpayers expo- 
sure is exactly t4ie same Jh the event of default whether the I o^^ is guaranteed or 
made ^iirectly. Guaranteed loans are more likely to fail because of high interest 
costs. Now ^hatbr Bosch witz has introduced legislation that will spend $290 million 
of taxpayers' mbhey to buy down interest rates for FmH.' loans at the local banks. 
Why hot make the loans directly and save the taxpayers $290 million. 

In the 1985 farm bill. Congress specifically states that the Secretary of Agricul- 
ture^ may make advance Cominodity Credit Corpora ti on (CCC) loans if adequate 
credit i& not available. Both the House and Senate last week passed resolutions 
ui^ng the Secretary to use this proyision of the farm bill. Secretary Lyng has re- 
fused to go along with the will of the Congress saying it would set a precedent^ We 
^?y® li^r^ly ^housahds of farmers without spring plantinjg loanSj some don't even 
have money to buy grcicerieSi and Secretary Lyrig is^ wprried about setting a prece- 
dent.^ President iieagari could solve bur c.-edit problems immediately by teUlii^ the 
Secretaiy to release these advance loans which would make $600 million available 
to Minnesota at the government bond rnte of 7% percent interest. This would cost 
the taxpayers no ^additional money, since all farmers who participate in the farm 
program will receive these loans in-the fall anyhow. 

I think ^hat Congressman Vin Weber, as chairman of the Reagan election com- 
mittee in Minnesota, should use his influence to J'orce the President to release these 
monies. If Congressman Weber has no influence in Washington, then we have no 
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use for him here _in Minnesota. If the President refuses to help- formers in this 
credit crunch, then it _is_m^ the eongress to pass legislatioh that will 

mandate the Secretory to_rele^ monies. I am askiiig ihe members of this 

committee to do one_ simple thing when they return to Washington. Change the 
word may_ to shall _and_fo_rce the Secretary to advance these CCC loans. We don't 
want jn^ur sympathy here.in. Worthington today. We want action in Washington. 

The Democrats, are no better thaa the Hepublicans on thiiaiarm issue. Thanks to 
Torn Foiey and Kika de_Jfl_ Garza, the farm bill that passed the Democratic con- 
troll^ Ho_use was no„ better^, and in some cases, woree than the one passed by the 
Republican ctMi^rolied.Sejiate. We need to eliminate deficiency payments and set 
i^an rates at the cost of production. We need to manage our production ^that we 
no longer produce huge surpluses. We need to offset the overvalued U.S. dollar 
caused by the Reagan .deficit with bonus bushels to reduce bur ex^rt price. 

Mmnesota is__^_fourth_largest dairy state in the Union. Thanks to Senator 
Boschmtz and _Qthei^_who joined him in^ this effort, Congress is wiping out the dairy 
mdus^try in Minnesote.. The JPederal Mi^ Marketing Order system establishes a 
pricing system_thatji_QW_paya a family farmer in Minnesota ?11.43-per cwt and a 
Honda corporate producerilfLSe per cvrt. Thanks to Congressman Coelhd, who has 
been bought ijff by-the daiiy PAC's, in 2 years the pricv-^ differentials will be $9 per 
cw, in Minnesota andJlS per cwt. in Florida. 

__ We do_not have a^free market, eongress controls the price we will receive for our 
milku?orn,_ wheat, jsoybeans, etc. Thanks to the Overvalued dollar, it also controls 
how mu£h_wejvilLhe^e to export. It appeare that President Reagan is determined 
to eiLminate at least one-third of the farmere in this couritn', and Congress has nei- 
ther the. will, nor. the backbone, to resist. 
Thank you again for cf ming here today. 

Mr. LOWRY [pf esidihgj. Thank jou, Commissioner Nichols. 

Our next panel will be Earl taMaack, general mMager^ Alexan- 
dria Power & Light Co.; Vi^^^ manager. Southern 
Minnesota Cooperative Electric Co.;- Ehzabeth Russell, cduntj^exr 
tension agent, Clup^ew^^ County, MN; Elmer Walhof, Farmers 
Home Committee member , -Pipestone County; and Larry Blaufuss, 
representihg Citizens yhi for the Rural Economy. 

I want to thank you all veiy much and apdldgize for how bng 
you had to^ wait. We w^^ it if you could summarize 

your statements because of the time. Our staffs read^every word of 
^^ese statemente brief them and give us the important infor- 
mation out of them. 

I think we sMuld_just start at the end of the table. Mr. La- 
Maack, if you would begin. 

STATEMENT OF EARL LmA MISSOURI BASIN 

MUNICIPAL POWER AGENCY, AND GENERAL MANAGER, ALEX- 
ANDRIA LIGHT & POWER; ALEXANDRIA, MN 

Mr. LAMAACX. lliank^^ Chairman, and members of the 

committee, for the opportunity to pr^ent my views on the power 
marketing privatization gr(^^ 

My name is Earl taMaack and I am manager of the Alexandria 
Lights Power, a municipal, electric s^^^ west central Minne- 

sota. I am also president of the Missouri Basin Municipal Power 
Agency, which repriesents 56_ municipal electric systems in Iowa, 
Minnesota, South Dakota, and North Dakota. Fifty-five of these 
sj^tems purchase power trdm the Western Area Power Administra- 
tion. 

The^Presideht's budget ^^^^^ the sale or 

privatization of the five Federaj Power Marketing Agencies, and an 
increase of Federsd po wers rates thr^^^ line" amortiza- 

tion of the Federal investment. These proposals could threaten the 
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power supply of i^lGG public power systems and rural electric coop- 
eratives, and th_e_60 mniibnl Aipjeri^cans serye, deprive the Gpyi 
ernment of a dependable source of revenue, and boost electric rates 
for cbhsumers in 34 StateSv I am aware tha^ 
Power Administration is exempt from -straight-line amortization 
because, according to Department of EhCT the new 

schedule wouli actually reduce the Western Area Power Adminis- 
tration rates. This fact makes it obvious that we are now paying 
our allotted cost for the power equipment and dams. 

Much emphasis is being put on the false supposition that prefer- 
ence in the marketing of federally generated hydroelectricity is 
unfair because it seems to favor a certain few while being subsi- 
dized hy tax dollars. This idea is prompted by those who would like 
the public to feel that they are making a cry to Heaven for venge- 
ance on behalf of the taxpayer, while in essence it is nothing more 
than tne age-old range war over who gets the watering hole— pri- 
vate or public gbwer^ 

in the i95G's, when I first became a utility superintendent in 
southwest Minnesota, public pow were approached by 

the U.S. Bureau of Reclamation, which explained to us that our 
communities were Ibcated_ in a _n_ewl£ esta 

marketing area, and that the preference clause would enable us to 
become paying reci pien ts of the hydroelectricity^ J§;bduced at facili- 
ties along the Missouri jSiver. This proposal contained no illusion- 
ary visions of welfare but, rather^ was thought prbyoMng as a jongf 
fange, low-cost resource. The cost of hydropower was about the 
same as that which could be produced by any electric generating 
unit of that time. 

Because of these similarities in power costs, some public power 
systems rejected the Bureau's proposal and chose instead to contin- 
ue to generate or buy their power needs as th^ had in the past. 
Some are still usin^ the generating units they built m the 1950's 
and_i960's as part of their low-cost power resources, but the Feder- 
aLGovemment if not threatening^ to increase their costs. The mu- 
nicipal utilities and jrurai electric co-ops which did decide to pur- 
chase power from _th^^ I^deraL Gpyemmra con- 
tracts with the Federal Government to provide long-range, low-cost 
power wth rates based upbh the cbsts bf building arid bperatirig 
the hydroelectric facilities. _ - _ __ 

It is this business relatibnship^ as _fi^^ 
States, that is now at stake, and it should be looked at by all con^ 
cemed as a contractual obligation. Ajiy prbppsed . changes 
cori tracts should be negotiated b^^ the parties involved. They should 
not be dealt with in the Halls of Hongress. It is, in my bpiniprii the 
U-S^ f^overririierit^s duty to protect the agreements that it-and its 
people have entered into, and to set the example that a U.S. con- 
tract and the wbrds of its leadei^ can be depended upon. 
- Aa this chart shows, the price paid for Federal power in 1985 by 
the 55 Missburi basin m to'ras wtis $11.5 milliori. Urider the 

administration's proposal, that power would have cost these towns 
an estimated t'78.1_milIion, an increase bf 559 percent. These are 
the same towns that are located in an already financially depressed 
agricultural area. 
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_ TTie municipal electric systems and rural electric cooperatives of 
tills area ar& opposed to the priyatizatipn Marketing 
Agencies and to the elimination of the preference clause. Either 
plan would add greatly to the cost Jof_w^ power through 

w_hat_amounts to a surtax to a certain few to help retire a debt — a. 
debt that this region's Federal jpower^sers have been very faithful 
in paying under the terms of their contracts with the U.S. Govern- 
ment. Thank you. 
[The prepared statement of Mr. fcaMaack follows:] 

Prepared Statement of Eakl LaMaack 

_ Thank ^QU, Mr. ehairman, for the djipdrtiihiiv to present bur views oh power 
marketingprivatizationproposals. _ 

_ My name^is £arl i^aMaack, and I am jriariager of Alexandria Light and Power^ a 
roumcjpal electric system in west-centriEil Mirihesbta. I am also president of the Mis- 
BOWrA Basin JVfunicipcl Power Agency which represents 56 municipal ele-tric sys- 
tems in iQwa, Minnesota, South Dakota, ahd-Nbrth Dakota. Fifty-five of t lese sys- 
tems purchase power from the Western AraaPo-ver Administration. 
_ The President's budget for fiscal year 1987 proposes the sale or "privatization'' of 
theifive Federal Power Marketing Agencies, and ah increase of Federal power rates 
through straight line" amdrtizatibn of the Federal investment, these proi:osals 
could threaten the power supjDly bf 1,100 public power systems and rural electric 
cooperatives and the 60 million Americans they serve, deprive the Government of a 
de^>endable source of revenue, ^hd boost electric rates for consumers in 34 States._I 
am aware that the Western Area Pbwer- Administration is exempt from straight 
hne amortization because, according to Department of Energy officials, the_new 
schedule would actually reduce WAPA rates. This fact makes it obvious that we are 
now paying our allotted cbst for the power ^iiipment and dams. 

Much emphasis is being put bh the false supposition that "preference" in.the 
marketing of federally generated hydrbelectricity is unfair because it seems_tp hvor 
a certain few while l>eing subsidized by Federal tax dollars. This idea is prompted by 
those who would like the public to feel that they are making a cry_to_hea_v_en ibr 
vengeance on behalf of the taxpayer, while in esaejice it is nothing more.than the 
age-old fa^e^war bver whb gets the watering hole— private or public^wer. 

JP,^ 1950s, when I first became a utility superintendent in southwest Minneso- 
ta, public power systems were approached by the United States Bureau_of Reclama- 
P°^'j^i?^5 explained to us that our communities were .located in a newly .estab- 
lished i^ederal power marketing area, and that the Preference Clause.would enable 
paying-recipients of the hydroelectricity produced _at facilities ^long 
the^Missburt River. This proposal contained no illusionary visions, of welfare, but 
rather was thbiight-prbvokihg as a Ibng-raage, low-cost resource. The_cost_of Jiydro- 
pdwer was about ,:he same as that which could be produced by any electric eenerat- 

ing unit bf that time. 

_ Because of these similarities in power costs, some Dublic power, sysiems rejected 
the Bureau s prbpbsal and chose instead to continue to genera_te_or_buy their power 
1 n?^'*'^^^^^^?-^"® are still using the generating units they built in 

the 1950 s and 1960 s as part of their lowncost power resource.s^but the Federal Gov- 
ernment is hbt threatehihg to increase their costs. The municipal iiJtilities and rural 
electric co-ops which did decide to purchase po>yer from_the_Federal Government 
Ibbked to their cbhtracts with the Federal Government io provide long-range, low- 
cost power with rates based upon the costs of building and operating tht! hydroelec- 
tric facilities. 

.^"s^T^^ss relationship, as first set up by the United_States,_ that is now at 
^^^^^1 and it should be looked at, by all concerned^ as a contractual oMigation. Any 
prbpbsed changes to the contracts should be negotiated by _ the parties involved: 
J^^^y shbuld^nbt be dealt with in the Halls pf Congress. It is, in myx)pim*on, the U.S. 
Governrntrit s duty to protect the agreements that it and its_ people have entered 
into, and to set the example that a U.S. contract and the words of its leaders can be 
depended upon. 

_ As this chart shows, the price paid for Federal power in l9Sh by ihe 55 Missouri 
basin merhher towns was $11.5 million. Under the administration's jjroposal, that 
power would have cost these towns an estimated $78.1 million,, an increase of 559 
percent. These are the same towns that are located in an already financially de- 
pressed agricultural area. 
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The miihicipal electric systems and rural electric cooperatives of this areaar^ op.- 
posed tathe privatization of the Power Marketing Agencies and to the. elimination 
of the Preference Clause. Either plan wOuId add greatly to the cost of wholesale 
power through what arnOurits- to a surtax to a certain few to help retire a debt— a 
debt that this region s Federal power users- have been very faithful in paying under 
the terms of their contracts With the U.S: Government. Thank yoo. 

Mr. LowRY. Thank you, Mr. LaMaack. Mr. Winter. 

STATEMENT OF VIRGIL WINTER, GENERAL MANAGER, 
SOUTHERN MINNESOTA GOOPERATIVE ELECTRIC CO. 

Mr. Winter. Mr^ Chairman, committee members, and Congress- 
man Penny, we want to thank you for coming, _ 

The members of the rural electric <:ooperatives received reports 
of the REA portion of the proposed Federal budget with great 
dUjnay. We are particularly disappointed that the proposed budget 
revisions would, if enacted, severely cripple the Nation's rural elec- 
tric effort. 

The agriculture economy in the United States has been especial- 
ly poor in recent years, to say the least, and Federal action such as 
the 1987 Federal budget proposals pertaining to rural electric coop- 
eratives^ would^ cause even more economic stress on the farmer. 
Since the farmer has no way to raise prices on his product to 
absorb the increas woH^d find himself with 

less capital to operate with, causing the agricultural economy to 
deteriorate eyen^^ 

Economic productivity and stability in our region and other re- 
gions of the country would be impaired. In 34 States where Federal 
power is ^marketed; a tota^ of 275,000 manufacturing, wholesale, 
retail. and_ service companies _whi^^^^ this farm economy of 

ours are served by pubHc power systems and rural electric coopera- 
tives which rely bn Federal powerplurchases for all or portion of 
their supply of bulk power. We are concerned that if the budget 
proposals are enjicted they wpu]d have a highly n^^ on 
a widespread segment of the economy. 1 would Hke to comment on 
six areas with you. 

Imposing a Federal finance banking fee. An increase of 1 percent 
in interest costs of our suppler^ Basin _E]ectric, would force Basin 
Electric to pass throujgh ^ rate increase of $7 million annually. 
Such additional cost would cause pur farnie^^ to havie even 

lesis operating capital during these trying times in our area. 

Sell the Power Marketing Agencies^ _Such_a^^ 
cdntraiy to the intent of Congress wiien it established preference 
as the right of the people to our Nationls water resb 
veldpment and improvement ^f rural electrification in rural areas 
is still vitally needed in the United States. The recent turridbwji in 
the rural area's economy once again attests- to the continued need 
of the Power Marketing Agencies and preference, in ah 
maintain rural services and productive efficiency to help the rural 
economy regain its strength, iudependencej, and security.. This pro- 
posal would increase rates in the Missouri basdn by millions of dol- 
lars. Mr. LaMaack showed you how many millibn. 

Reduction of insured arid guaranteed loan authorizations and_a 
phaseout of REA. This proposal violates the compromise _agre_e- 
ment reached with the Senate Republican leadership and the 
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Office of Management mid Budget in 1985, guaj-anteeingjld phase 
but of REA through fiscal year 1988, and a floor of $850 million on 
REA loan guarantees. A Unilateral abrogation of these agrieements 
would deeply erode Federal credibility and seriously cripple rural 
electric cooperatives in future years. 

The growth of the economy in most agricultural areas is slow or 
nonexistent,^ requiring less <japital investment by rural electric co- 
operatives. When the rural economy picks up,^ the loan program 
will again require substantial amaunts of capitel. 

Impose ah annual fee on all REA borrowers to recover potential 
guaranteed loan defaulte on the revolving fund. Besides being most 
unfair,, such ah _admihistrative_mechah would ehcbur^e ineffi- 
cient loan service and encourage absolution of the individual coop- 
erative Lbah repayment xespolhsiWlities. It is hot heeded to guaran- 
tee acceptable levels of bond financing: In fact, it would tend to un- 
dermine _thbse_cbbj^ratives which have expehded_cbhsiderable 
effort ^nd expense to attain and maintfrin a hig^ degree of credits 
wpithinjps in t^^^ private money markets. This proposal alsb wbuld 
undoubtedly add much to the cost and efficiency and integrity of 
the present Loan g^arahty^^ system^ have no sjibstantive efe 
on stabilizing the REA segment of the agriculture credit system. 
This j)roposal sim efficient orgariizatibhs arid rewards 

the inefficient organizations. 

Rmse insure^^^ the cost of money to plus 1% per- 

cent. 'Dns imposes unnecessary burdens on distribution coopera- 
tives. It would adv^^ ability to provide competitive 
service to their members and would again reduce the viability of 
the Nation's agricultural sector. 

Increasing insured loan supplemental financing requirements 
and selling some of the REA loan portfolios. These actions would 
also result in additional interest cost and require rate increases, as 
do all previous proposals. Selling off revenue producing assets is 
hot a solutibn to bur Federal deficit. 

I repeat, I have a strong belief that the budget proposals are very 
unwise and unfair and it cbuld bring abbut grief tb the rural elec- 
tric cooperatives nnd projects of immense value to the entire 
Natibn. The Rur;u iyiectrificatibh Prbgram best exam- 

ples of acceptable productive use of our Government. We should 
lbbk_ for mbre rural deyelbprhent prbgrams as succ^s^^^ the 
Rural Electrification Program has been. Enactment of wy of the 
fiscaLyear 1987 budget propbsals would weaken rural electrifica- 
tion, programs and could destrc«r it. 

_ _We jyill put forth every effort^^^ to^ resist^nactment of 
these proposals. We ask that you join us in this effort and that an 
indepth analysis of y^U convince ydiir committee 

and Congress to consider substantial revision. Our farmer members 
do hot need the adde higher electric rates that 

the adoption of these proposals would cost. 

__We a previous m^ one of the panels who talked 

about going out and getting money to help pay the electric bills. If 
these proposals go through, they're going to have to secure a lot 
more money. 

^\vould like tb express our appreciation to the members of the 
committee for coming to Worthington and allowing us to express 
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bur cphcerns, and to Congressman Weber for inviting the commit- 
tee here. Thank you. 

Mr. LowRY. Thank you, Mr. Winter. 
. I would like to ask— and the have been very polite— 

if people could be as quiet, as possible. The whisper volume is 
coining tip just a little bit here. Eut the people have been very 
quiet. - - - 

Mr. Weber. Mr. Chairman, if I can just break in for a second— 
and I hate to do this to our final remaining j)anelists^^ut Con- 
gressman Lowfy is supposed to be catching a plane in Chicago at 
6:30, so jf you cou^ as brief as you can— not for my benefit be- 
cause fm staying — but for their benefit, I would really appreciate 
it. 

Mr. LowRY. Thank you. Ms. Russell, please. 

STATEMENT OF ELIZABETH Jl^ RUSSELL, CHIPPEWA COUNTY 
EXTENSION AGENT 

Ms. RussEtt. Thanic^you, Mr: Chairman: 
__ My nam^^ and I am a county Extension agent 

working with home economics. In a few minutes to 
spend my time talking to you about people, because it is people 
that I work with. 

I am truly grateful for being here and having tha privilege Jo 
taljc to youj because te^ is a subject that is near and dear to my 
heart, i ^work with people every day who are experiencing financial 
difficulties because of the rural economic situation. And when 1 
talk about the rural economic situation, I^m talking Jtbgut the situ- 
ation on farms and I'm talking about the situation in our rural 
businesses, in our retail bUsm 

What happens on the farm, to the farm business, and what hap- 
pens to the busihes^^ It affects the family. 
Extension woife wth the family. We are a family organization, 
working with programs to help families. And we are 
definitely a rural organization. We also do have programs for the 
urban,_ 

What I find here is that there is a spark of hope that jieople 
have, but we need to have help to maintain that hope and we also 
need to have help to let that hope grow. Each proposed cut takes a 
spark of that hope away, 

_ Some farmere others are not, and we 

heard that today^ VHiose who arejosing farms are carrying a stress 
Load,^aj3eraqnal st^ lgadj^ besides_ a business stress load. It is that 
personal stress load that I want to talk about today. 

There is a perspnal stress ipad that goes with failure, "I am a 
failure when I lose my farm," People ' a towii, in the cities^ in 
metropolitan areas,^ may lose a job, but they say '1 lost my job," 
not *1 am a failure." ___ 

Our farmers who are in Iheir thirties, forties, and fifties,^ and 
whp_ need to find another job once th^^ longer have the farm, 
need to retrain. I have some real serious thoughts about how one 
di^M retrain when^p never ever wanted to have any other job but 
farming. That's toujh. 
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We are wdrk^^ a ?9-year3)Id male_ farmer who hs^ alwa^ 
wanted to be a fanner. That's his ilo. t goal. Now he will need to 
retrain and find sbmetWng g The 49-year-bId female farmer— 
and i talk about female farmers because men and women together 
farnii it is hot just a certain gender that farms. The 49^ear-bld 
female farmer left the farm partnership 2 years ago and took on 
two jobs off the farm in order to maintain their family economic 
situation. 

What is going to happen to that farm family, I'm not sure. What 
I do know is that they wll move the nletropblitan area because 
that's where the jobs are for them; and we will lose more popula- 
tion in this area. 

The^conomy is taking a toll oil the family. I^ee that every day. 
Wi are flndihg niore marriage relationship problems, we are find- 
ing intergenerational problems in farm communities. Often when a 
farm goes, when farm foreclosure happens, it also affects the 
grandparent generation, plus the generation that is farming that 
faiTO, and the young people of our rural area. 

As I mehtidhed. Extension works with the total family. We start 
with 4-H, and I have some very strong feelings about 4-H. I was a 
^^^J^'^P^^^Jy can tell yoUj ri^t from t^^^^^ 

done for me. iTbere are lots of us that are alumni; .sitting around 
the cbuntiy saying "ph^ I don't ever want to lose 4-H." It is a fan- 
tastic organization for young people. Jt- is a fantastic orgranization 
for families, men, women, mothers, fathers, children, working to- 
gether and learning and growing. 

I also have the advemtage of working in a home economics pro- 
gram. We work with financial manage^ 

ship development of people, we are helping families help them- 
selves, releasiiigppte^^ 

As an Extension agent; I sm concerned about the budget cuts 
and the proposed cuts that w^ facing. It is unfortunate to me to 
see this happen, in a very time when extension programs are meet- 
ing the needs of families. 

Lthank you. — - 

[The prepared statement of Ms. Russell follows:] 

Prepared Statement op Euzabeth H. Russell 

Rural families are iiiaklng tough- decisions,- decisions that hav impact on the 
future. For maiiy, the decisions iiiade today will detennihe whether pedplie stay in 
agriculture, stay iii the rural community, move to another location or into another 
lifestyle. - _____ ______ 

As _a ccmhty extension agent, I see people daily who are making decisions. They 
are people in transition, trying to sort out the alternatives which affect the future 
of their family. 

Six years ago, I noticed a trend as women began to seek employment away from 
the farm family business. They were careful when they expressed reasons why they 
were going t> wprfc. As the farm ecbn^^^ it became apparent that wom^ 
were wqrSiig away frpm the to keep the family on the farm. 
Some wpmen now Jipld two jpbs in addition to their fa are 
alsp_se€Mng_ off^fam _Teenagers _in the farm fajo^^^ _that an off- 
farm job is Fill absolute must for them. Yet, jobs are scarce for men, women, and 
teenagers. ^_ 

_Very similar situations _exist within f^ _who_awn _smalL retail business^. 
They also experiencing economic declines. _SQme businesses hjave closed, others 
are still operating but the total family no longer is employed by the business. In- 
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stead, in aiv e^^^ or _mi)re. family membere work elsewhere. Small 

town retail businessjs directly tied to tJheL rural economy. ei^ewnere. omaii 

c^ioS?^^"*^'''"^ helping families heli> them^ 

^1^1^' YuM^"* programs^m five m^or areas: Energy and environment; family eco^ 

^^"l^f SeISi J?^fe^eSr^^"°"' ^" co:„n.u^ities; 

nfii,£^iJf^^- -^^^ ^ strengthen families during times 

^chang^ financial management for.family economic stability and volunteer leader- 
ship dev^pment to release the potential inJamily members. 

Uur office IS busy sepin^ farmera^^^^^ who are^king for fi^ 

nancial management information _and adyjc€L for future decisions. Our fmancial 
management computer programs are valua_ble decisionmaking tools. 

t/. Vi^lS^^^ "^^^^ programs are designed 

^f^tiM''r^^^^-^f^^^^^ people lea^ 

iffrt l^r fX^'" ^^^^^ has. changed frditi aT^rgahiza: 

SSI ?H L^^i * " ^ an o_rgani2ation for young: people who live in the rural 
area, ui small town^and in large metropolitan ^eBS. 4-H is an educational pro^ 
K SST"^' ^ proiect work young people are encouraged to setgoalt 

the satisfaction in a job done well. llarn^ 
mg how to be a responsible citizen and an effective leader are important parts of 4- 

, Because the Exfen^ has a long time tractition of accurate research 

based ^ information, people stop m the_ Extension ofrice_before making final deci- 
sira|B. Th^y Imdw they can count on the educational information^ailabft. 

•i * Presidents proposed budget cut of 59 percent is passed, people in Minri^dta 
^I^^^'^^^'^JM ^^^^^^ ^fyety five currently on_th^Sesote 
«^f^.n^J^'"l programs^for people will be_ affected, ft'sunfortunate^t these cuts 

^Mr. Ix)WR_Y. 55iank yo_u very much. I'll tell you, I^as in A lot 
of us up here^were 4-ireES.^We agreewith^ou. The congressional 
"iT*^® ^t^-'^^^ recommended cutting the Extension Service 
Mr. Waihof. 

STATOMENT OF EL^^^ EDGERTON, MN, COMMITTEE 

MEMBER, MURRAY AND PIPESTONE COWfTY FttiHA 

Mr, Walhof. Esteemed members of the Cdhgj^ssiohal Budget 
Committee^ I am imgressed with Mr. Weber's fairness in choosing 
panel, members not only in ^rious areas of agriculture, but also in 

f>r^"®^^-°^ organizations _and_ on a bipartisan basis. 
_ My pame is Elmer WalhoE i am from Edgerton, MN.The area of 
gram farmmg has been my^lifelbng occupation. Lhave been, in the 
past and SLt present, a committee member of the Murray and Pipes- 
tone County FmHA. I would liketg jhahk Congressman Vin W^er 
tor inyitmg his colleagues to this area to conduct this hearihe ber- 
tainmg to the farm crisis. 

V ^^jn'^---®^"- " "^^^ farm crisis is worsening each year with 
little, if any; relief in ^ight. This has caused more and more fkrm- 
ere to be caught m a desperate situatier as it concerns their fi^ah- 
ciaLsituation. farmer goes to his usual lender, whether it Be a 
dank or PCA^ tb have his loan renewed, only to be told "Sorry but 
it appears that your fmancial condition has eroded so badly we can 
na lohgiBrj-enew your loan." 

. ^J?^^> ^ i^ay have been borrowing from this 

institution 10,_2p^_30_ or even, in some cases; 40- years, and then 
tinds he ias no credit What does he do? Have a farm sale and liq- 
uidate all the_ property he has worked so hard all these years to 
accumulate? So he thinks there may be a way out Til trv 
FmHA," the lender of last resort. * 
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So he calls for ah Appointment and finds out this will be weeks 
and^aybe mdriths away. "Why the long wait," he says, "i need 
the money now. I've got pajrments due on my cohtrart Mr dee^^ 
March 1 and I have to pay a third of the ^ent on the other (juarter 
in advance, which is also due March _l, Besid_eSj"_ he says,^_*if r^^^ 
going to get a discount on my chemicals, seed corn and fertilizer, 
Fm going to have to pay_ this in advance^ In fact, they won't even 
let me pick it up if it isn't paid on the^spot." 

He is informed of a backlQg at the_ PteHA office of forrn^ and 
new applicante mid,-therefore, he haa to wait his tum^ 0K. Why 
the bacldbg? At the Slaytpn FmHA pffice tMt services Muira^^ and 
Pipestone -Counties, -which i mentioned before, from March 10, 
1983, to March 9^ 1984, the_ committee certified 116 applications. In 
the next 12 months, there were 286 applications. Now, in the past, 
the last 12 mphths^ usin^the same dates, we had 426, an increase 
of 365 percent. So you can see how the ferra situation has deterio- 
rated and the worMoad hp increase at the FmHA office. 

These loans must he processed one at a time by the county super- 
visor and his_st4ff^In_ addition, many of the applications are much 
more complex than they were even a few years ago because of the 
fih_ahci^_ diffi^^ of the borfbwef, so the cases are much more 
time consuming. _ _ ______ 

Is it _any_ wonder that the younger staff membera are quitting 
their jobs and seeking emplojoheht elsewhere? This_has_rec^ 
happened in our ovm Slayton office. Thi& really ^gravates the 
problem, when a new trainee comes in and has to be taught at a 
time when the workload is so heavy. 

At this point in time our FmHA offices arej^ojsl^ underataffed. 
Funds for direct loans, referred to as insured loans,^ are allocated 
quarterly, January 1, April 1, July 1, and_Ocfe1^r_l._So J^e 
another problem. Even though a fanner's application is certified by 
the committee and is given the green light by thcL (purity su^ 
sor^ the funds for that quarter may well be depleted — and at this 
time they are. So the farmer has to wait_ for hjs money from the 
next allocation, and this mjy be well into or beyond tiie planting 
season. So he is without_cremt__to_makeLthe^ I mentioned 

earlier. He's plainly caught betweeji a rock and a hard spot. 

What is the solution for this .dilemma? I think that when a loan 
has been certified and approved, that the FmHA coimty supervisor 
should be given the authority 

supplier or creditor bs a guarantee that the money is coming. I 
would like to rej^at that: T^iat he be giy^^^ 

it mandatory^ta issue a certificate of credit so that the suppliers 
of seed and fertilL^r" and sg on kiiow that this money is coming, 
instead of letting it string along to the middle of the summer or 
prol)ably even fSll. Let's make tms a regulation of FmHA. 

Why do we have farm problems? The reasons are so many, but 
let me givejrpu but dne example. 

Why does an eating establishment in our area have to charge 90 
cents for ajafge glass of milk? If I figured right, a^l6-ounce glass of 
milku is a^ pound. So, therefore, that is equal to $90 per huhdred: 
weight. For that same hundredweight, we farmers are recei^g 
only $11.60. We first have to invest in equipment,^ co^^ we haye to 
fe^, electricity to cool the milk, pay for transportation to haul 
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that same $90 .milk to the plant, and receive only $11.6(3. To me, 
these figures don't match. 

Restaurant clients feel milk is too expensive. No wonder we have 
a dairy surplus. Wouldn't it make more sense if the restaurants 
were charged less and sell more milk? 

The farmer is in 4:he minority. We are only a mere 3 percent of 
tM American, po That leaves 97 percent of the American 

population that wants quality food cheap._I ^ess it only stands to 
reason that mahy_ politicians would lean toward the demands of the 
97 percent. But stop to-think. Without the American family farm- 
ers, where, would the 97 percent end up? if the United States ends 
up with iarge corporations running thie fariiis,_the 90 cent glass of 
milk ynll^e^^^ By and large, the American - family 

farmer is only looking for an equitable price in the marketplace, so 
he can Me his Gddrgyen gij^^ not only to feed his own family but 
also to he^ feed the rest of the world. 

Thank you for the opportunity to express these thoughts. [Ap- 
plause.] _ _ 

[The prepared statement of Mr. Walhof follows:] 

Prepared Statement op Elmer Walhop 

My.J^i^'^ iB_MmeT W ^airy and grain farming 

has been my lifelong cKicupatip^^^^ ia the past and am at nreseht a cbm^ 

mittee member of the Mun-ay and Pipeatone Coimty FmHA; I would like to thank 
f on&ressman yin Weber for inviting his colle^ea: to_ this area to conduct this 
pearmg perteining to the farm .crisis. Jt is _no secret that the farm crisis is wdreeri^ 
'ng each year with little if any relief in sight. .Thiahasxau^ more and more farm- 
ers^o be caught in a desperate situation as it_concems their financial situation. 
, The tarmw: gees to his u^^ whethejrit he_a Jbank or P.C.A., to have his 

ioaii renewe<lonl;y_to be told "Sprry^ but it ap^ajsjthat yj^^ condition has 

eroded so badly we can no longer renew your loan." Thisjcomes as a shock, as he 
may have been borrowing from this institution 10,_2D^ 30, Jir even in some cases 40 
years and then finds he has no^ c^^ he do?_Have a farm sale and liquid 

date^ all ^the property he has worked so hard all these yeBrsjta^ccumuiate? So he 
thinks there may be one way out, I'll try FmHA, the.lender _of Jast j-esort. So he 
i ^? appointnient and finds _that this will be weeks _Dr_ maybe jnonths way. 
Why thalohg wait he says, "I need the money now^Tve got j>ayments_dueLon-iny 
contract for deed March 1, and I have_to pay one-third of the rent on_the other 
quarter in advance also which is due March 1." "Besides^" he_ says, _"if going to 
get the discount oh rtiy chemicals, seed corn and fertilizer, I'm going to Jiavelo pay 
this^m advance, in fact they won't let me pick it up when I need it if it isn't paid for 
on the spot. ______ 

._?® ^^ irifdrmed of a backlog at the FmHA office of former and new_ap^lLc_an_ts_and 
therefore he has to -wait his turn. OK, the backlcg? At the Sjaytgn.JFmHA 
office^ that semcefi^m County which X mentioned before, J'rom 

March_ 10, 1983 to March 9, 1984 the committee certified 116 applications^ In the 
next 12 mjmths there were 286 loan applications. Now in the last 12 months using 
the same dates we had 426. Ah ihcrease of 365 percent. So you can see how the farm 
situation had deteriorated and the workload has increased at the FmHA office. 

.'^^p ^ processed dhe at a time by the County Supervisor and his 

&tafi^.in addition, mahV of thie applications ara much more cornplex than even a few 
years ago becaase of the fihahcisl difficulty of the borrower, sc the cases are much 
more Jtime consuming. 

_ Is it any wonder that the younger staff members are quitting their jobs and seek- 
ing: employment elsewhere? This has happened in our own Slaytoh office recently, 
this_Teally_ aggravates the problem when a hew trainee comes in and has to_be 
taaaght at a time when the workload is so hea^. At this point in time our FmHA 
offices are ^ossly understaffed. Funds for direct loans refer^-ed to as "insured 
Loans__ are allocated quarterly ,^ Janua^ry 1, Apri: 1, October 1. So we have another 
probJem,. even though a farmer^s application is certified by the committee and is 
given the ^een light by the County Supervisors the funds for that quarter may be 
depleted. So the former has to wait for his money from the next allocation, and this 
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may be well into of beyond the planting season; so where is he without credit to 
m^ce the payments I mentioned earlier. He's plainly caught between a rock and 
hard spot. .... ._. . 

What is the solution for the dilemma? I think that wheii a loan has beeii certified 
and approvedj^hat the FiiiHA County Supervisor ishbuld be given the authority to 
issue a "Certificate of Cfiedit" to the supi>Iier or-^reditbr as a guarantee that the 
money IS coming. Let's make this a regtilatibh of FmHA. 

Why db^ we have arm prcblems? The reasons are many but let me give ydur one 
example. Why does ahr eatir g establishment in bur area have to charge $.90 for a 
large glass of milk? If I have figured right a 16 bz. glass bf milk is 1 lb. Am I right? 

therefore that is equal to hundred y/eight. For that same hundred' 

weight ^ye farme^s^^^ receiving $11.60. We must first have to invest in equips 

meht, cows which we must feed, electricity to cool the milk, and pay for transporta- 
tion to haul the same $90.00 milk to the plant and only receive $11.60. To me these 
figurMi don't match. 

Restaurant patrons feel milk is too expensive! No wonder we have a dairy sur- 
plus. Wouldn't it make more sense if the restaurants would charge less and sell 

more milk? _ . . . 

_ __lSe_farmer is a minpnt^^^ are only a mere 3 percent of the Ajnerica^^ 
ti_on , _That leaves ?_7 . Percent ot the _ American pppujatipn _that _ wants _ quality: Jbod, 
cheapo j_guess_ it only stands to reason that you_as politicians _w_oujd lean towardJihe 
demand& oi.the J7_percenL_BUt STOP TO_ THINK! Without _the .American family 
farmers where is _that^97_percent^Qing _to_end up^ Jf_the United. States, eads jup with 
large corporations running: thiejfflrmsi.jtlie $^90_glass_of jnilk. will even seem riheapJ 
By and large the American. Jjamily laxmen is. only looking: for m equitable price in 
thamaketplace so he can.use his God'given gifts not only to feed his own family but 
also to. help. feed the rest.of tha worid. 

Thank you for the opportunity to express these thoughts. 

Mr. LowRY. Thank ybU, Mr. Walhdf, for ydUr excellent testimo- 
ny^ - 

Mr. BlaUfuss, bUr last withiess for today. 

STATEMENT OF LARRY BfcAUFUSS^ eitiZENS UNITED FOR THE 
RURAL ECONOMY iCUR^^ OF THE BOARD, La- 

SALLE FARMERS GRAIN CO., MADELIA, MN 

Mr. BtAUFUSS.. The Lord saves the best for last. 

Thank you, Mr. Chairriian , and distinguished membiBrs of the 
panel. I want to thank Congressman Penny for asking me to testify 
specificaJIy from 

You have before you the region 9 development report on the city 
pf J^^idelia that was addressed to Siehatdr DUriehbiBrger iex- 
plains some of the things that have happened in Madelia over .the 
PMt: few^earp.^Ut I w^ to reiemphasize a couple of pq^^ Most 
of them are going to be the same points that were covered by other 
panelists^ but they are specific to thie city of Madielia. 

Sr. Boeitlje said we lost one out of four, implement dealerships 
Py#r_ the lasti 5 years in Mirihesdta. Well, Madelia lost all fdtir of 
theirs over the last 5 years: Fm lucky enou^ to only have to drive 
35 milp to my implem^ dealer that I do business v^th now 

Vm a com and soybean farmer from western Blue Earth County 
and rm here^ actually: representing the CURE drgahizatidri which 
w^ started in Madelia and encompasses the 12-county area around 
Madelia^ The^ name of the drganizatidn is Citizens United^/^ 
Rural Economy: We go» ^he organization together in an effort to do 
positive Jihmgs to ti^_fe^ ^rreserve the feiiing_fariii economy in dtir 
area, not only to do somethinjg; for the farmers but also to do some- 
thing fojr the i>eopIe in the businessmen specific^^ can go 
on and give you statistics, but you've heard them all already. 
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People are feeling,^ in tl?®se towns like th^'ve never felt 

before and something Jo be done about it. In mj^ estimation^ at 
least 50 i:^rcent of tfte f^rn^ej^ i Jcnow in my area under the age of 
45 have filed for bankruptcy y are contemplating, filing for bank- 
ruptcy, or are in sefioa^ ^^lough financial condition that they're 
going to need major CbU^^^sioris frbni their creditors in order to 
survive. 

_ Many of thpe farin^rS ^ot that position not through paying 
high prices for land, as so^^ people have alluded to. A lot of them 
got in that position thro^3}x basic transfers of land from their fa- 
thers^ from ^a father to ji soia situation. With the current tax laws 
and the failing farm econP^y, the njove that they made was a poor 
move. Ais a iresult^^ a lot of cases it destroyed two and three gen- 
erations of farmers: 

The j)oint was^ m all farniers almost live on their farm 

and_ when they lose their S^n^ they lose their home. I think this is 
a very_ important pdirlt, th^t if any of you committee members can 
carry that back to C^^ngf^s^, especially to people in Congress that 
don't understand that* it ^^Uld be appreciated. 

I talked t^) the matia^ef of the Ci^^^ which I'm chair- 

man of the board of S^^^ct^^^ over at LaSalle the other day, arid he 
stated tp_me that from wl^^t he cin_see at this point, there will be 
40 percent of our farX^er ^^^iiiber^ that will not get credjt enough 
to put their crop in the ground this Spring, i have talked to enoug:h 
young farmers in my at-eSt tl^^t I Icnow, and I don't think he's very 
far off. Something has ^ be done immediately, whether it's 
through FHA or wfiat ot^e^r j)rogT_ams ^ou can institute, to get 
credit to these people. 1 ^ nOt taking about people who gamble. 
I'm talking about good fa^j^ers ^Ho are going out of business 
through no fault of tbeit- 

In closing, if you are Uii^ure how the changes^ that are taking 
place in nirad Affi ar© %bing to eventually affect the economic 
and social structure of th^j^^est of tfiis country, are you jvdlling to 
gamWe on maMng tb Can you afford to gamble with 

one of th^ most stabilizing lOj-ces iii our country^ the family ferm? I 
quote the dean of a semih?^ who said "If we had some work that 
needed to be done at the s^'^iiiiary, We asked the farm boys to do it 
because we knew we wduW y ways get it done." If you think that's 
not important, then cah y^U afford to provide jobs for all these 
people who eventually niigf_^te to the city? 

__The (mrif nt adm and Congress have to accept much of 

the responsibility for what is happening to people in rural Amer- 
ica. The 1985 farm bill, the state it is in with what the Depart- 
ment of Agriculture Jias do^^ with_it, only accelerates the deterio- 
ration of American agricaJAUre and of the ^motional well-being of 
the peo]ple out in rural Ai^^^Hca. Th^^ people currently in office in 
this country of ours have tP-^jc themselves if a cheap food policy is 
more important to them thab the fltoily farm unit, which I main-- 
tain is a very important essential part of the social fabric of 
America. Thank you. [Appl^^tge-] 

[The prepared statern^nt Presented by Mr. Blaufuss follows:] 
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Mission Statement, Citizens Unitei) for the Rural Economy 

In recent years, rural Minnesota.haabeeahitmthA Jepr^^ 
my, of population and downturn in theJbusiness economy.. Citizens United for 
the Eural Economy (Ct^lE) was formed to combat th^_ trends^ Jthrough promoting 
the improvement and protection of our rural communities Jbx revitalizing the. rural 
economy. It is the intent of CURE to remain a flexible, nonpartisan,^ group i)f citi- 
zens serving as a cleaHnghouse for information and legislation affecting our area, a 
forum for (UscussiOn of rural issu^, and a lobby and promotion group. 

It is recognized that in South Central Minnesota the relationship between agricul- 
ture and business is one of interdependence. The agricultaral commimity needs a 
strong inaih street, arid business development is dependent on a strong agricultural 
economy. In rccdgnitibri of this CURE strives for improvements in both sectoi^. 

CURE is a citizen based oigariizatibri open to any persons who wishes to contrib- 
ute toward *^he strengthening of the liiriil economy. Membere uy local units of 
govemmeht (cities, coUnti^ arid-townships) corporations ^and other rural drg:aniza^ 
tions are also ehcburag^. Rural Minnesota riiust speak with a strong united Voice if 
it is to be heard. 

air. towRY. Thank you very much. 

L^t me_call bh Congressman Vin Wiebef . 

Mr. Weber. Thank you, Mr. Acting Ghairman, I laibw you've got 
to catch ajplanlairf JlLb^^ I think the purpose of 

this hearing was not for us to give speeches but to listen to people. 

I think the members p_f the coim have rural 

constituencies harve a better sense after this aftemodn of the tre- 
mendous pain_ that jiepjle I hope you also 
have a sense coming out of here that we in rural areas are really 
coming together in_the sense of ti^ng to come to grips with those 
problems and deal with them effectively. 

I tremendously. appredate_m^ tiine, people from the 

city who don't have farm constituencies, cominjg: out here and 
spending a day in sbuthwestern _Miniieiqta._ I especially, though, 
am thankful for the many people that came here, to show them 
how important the work of the Budget Qpmm rural 
cris'^ that we're facing is^eoid alLthe^people that testified today so 
eloqi*3ntly and who gave of their time so generously. It's been 
worth ;vhile. 

You should judge us by our work product. The^ House of Repre- 
sentatives will begin marking Jip^ budget in the next week or two. 
This meeting was timed specificsdly_td_haye_a maxim impact on 
that budget^ and you should look at that budget after we pass it 
and you'll decide then whethe^rj)r _n^^^ we_ have heard loud and 
clear what you^ve said today. Thank you. [Applause.] 

Mr. LbwRY. Thank you^ Mr, Weber. 

We want to thank everybody for excellent testimony and your 
politene^ and your hospitality. We enjoyed the hearing very much. 
Thank you. 

[The following additional material was submitted for the record:] 

Southwest Regional Development Commission, 

Slay ton, MN, March 13, 1986. 

House Budget CdMMrrtEE, 
House df Repr^ehidtives, 

Washington, DC, _ _ _ 

JDear Members op _the House Budget Committee: The^ members of the Southwest 
Regional Deveiopment dommission. representing 0 counties, 81 cities, and 163 town- 
ships in southwest Mijinesota would like to take a few minutes of your time to dis^ 
cuss our strong concern on the rural agricultural crisis and its impact on local gov- 
ernment. 




142 

The agricuitaral crisis in southwest Minnesota deeply Effects the farmers, the 
businesses, the indiBtries and local linits of gavernment. When farmers have less 
money to spend on equipment, parts and for their personal Imng expenses, the busi- 
nessesLin_tQwn suffer. Additioniliy,^ farmers, businessmen and employees are leaving 
southwest Minnesota to find Jobs elsewhero: With the declining valuation of agricu> 
tu^ and wittless 43ayments of property taxies, townships, cities, and counties must 
either_discontinue or reduce necessary services or increase taxes during this rural 

econonnc. crisis, 

When^the_puhUc_foriimin Worthington was announced a week ago, the Sbuthw^t 
Itegional Developjmeijl.eommission distributeRi a survey to the Ioc/aI gover^iment 
units in southwest Minnesota j-egarding their support or hbri-suppk)rt for the federal 
revenue sharingLprogram.. Within seven days 8 counti^, 44 cities, and 94 townships 
m southwest Minnesota havfi written strong lettei^ of sup^ 

TpwnshjTO^ cities^ ^d ijounties confirm that general reviehiie sharing dollars 
ensure local decision^maMng and have.the least amount of admihistrt^ave overhead 
cOTts in any federalj^rogram. Jf the Jeder^ revenue sharing program is eliminated, 
the average governmental unit will_have to increase its levy &-12%. _ 

Based on the results Pf that, survjey.^ the federal reveiiUe sharing funds in south- 
wes^t Miiinespta have been_u^^ the past year for hospitals, law ehforc;- heht, 

senior citizens, parks^ s^ handicapped programs, child care 

centers, fewer improvements, jwatej-jmp^^^ iire and ambulance services, side- 

walks, roads^ bridges, and_econQmicdev£lopment_M^ 

We are disappointed that local elected.officials were unable to present this at 
your public forum in Worthington jmJVIarcKJ4._ae enclosed packet of support let- 
ters demonstrate that Ipcal Sovernments. strongly, support the continuation of feder- 
al^revenue sharing program. If we receive_additioncL lettere from local governmen- 
tal unite, we win forward them urge to reconsider the 
total ehmi nation of this very crucial program to southwest Minnesota. 
Sincerely, 

Carl Hsuschild, Chairfnan. 



-__ . - RoLLiNGSTONE, MN., March J_Z 19S6._ 

^ was at_ the hearing in Worthington on Friday, March 14, 
f"°.would like to add my_testimon_y. I.believe James Mchols presented an excellent 
testimony along with Mr. Johnson, the J_ackson banker and Paul Sobocinski, the 
umversity^economist and a couple of others. _ _ __ 

myjiusband and two sons on our family farm in Winona County. We 
^aa^*'^"l»on^^ operation 5 yeara ago— now_devalued_to less than $300,000. P.C.A. 
uR'-^c* pencil to strike our value, thus our debte overtook the assets, and they iias- 
seled us to the point we filed bankruptcy. All of our smaller creditors are working 
wth us--in fact ofTerir^ crop in this spring. We didn't make our 

XT P^y'^e^t to Federal Land Bank— no fun:!s. T3iere is no profit In agricul- 
ture. No return on jriyestment is bad enough, but Jio food on the table is worse, and 
ho roof over our heads will be the end. 

- We heed a price for bur products now and also a waylto help the farm products 
keep pace^withlhe cost of living or cost of production increaseaL in the future. Ilie 
problem of pricing is estrqhbmical. Our cooperatives didn't work— they _are entities 
geared to ^sell for the fermer not for buying from the farmer. They did not do the job 
their stockholders expected.- 

For the present, setting floor prices and using our ASCS .oificesJalready in place 
and wbrKihg)^to work Avith the farmers would be our_ best.and ieast expensive 
avenue to begin and perhaps to carry through for a longer period_oi*_time. 

Receivihg a profitable price, bur need for money goes down — lower Jnteresl_rates; 
we fegin payihg taxes etc, again and bur economy, 1 believe, will begin to tip back 
to a balance. . . _ . o f 

Lalsd believe we have to take as hard a look at our imports as .oiher countiea_dQ, 
and charge duties so that implbrts which are not necessities once.^gain .become 
Iiixury items to cbhsumers. Anyone in business already knows purchasing unneeded 
items causes adverse problems and America has a national business to carry for- 
ward not backward— please! . . . 

surpluF'^-' if we cut back the imports? In essence the government pur- 
chases *m uhhecessa ' imi'Morts and pays for them through deficiency subsidy^ etc. 
payments, we distort he true picture of import export with our cheaj) food policy 
the^worid over. We also have an unfair milk marketing system which needs to be 
replaced. 
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A price, CQntrgliingL the imporu, and using a wise cdhservatibh on diir land will 
only keep America from becomings a third world nation. We can increase or de- 
crease our output aa_ n^ecessary thereby stopping the export of our produce to other 
nations bdow our cost of prxduction— loss of money, plus the loss of our precious 

topso-'l— losses we can never r^ain. . 

- I VyOuld like to see the Tojm liarkia bill brought back tP the fl^ 
firmly believe it is a measure io save America if it isn't already too late to save our 
ecdhdmy^ . . . - . 

I thaiik you for taking the time to hear from rural America. I also shall be watch> 
ihg and waiting to knOw what you will do to take the plight of the American people 
in hand. God speed! 

Sincerely, «t 

Mary Walch. 



Welcome, MN, March U, 1986, 

__t)EAR_CpNGRESSMAN ViN WeBER AND AIX OTHER ^NGRESiSME^ AlTENDINd: I haVC 

been_a_director_of a Production Credit^Associatibh for 19 yrs. and am very concerned 

of the operationsLof the now Farm Credit System. 
What ia n^ed to help farmers is a fair price for our commodities so we can show 

a profit above cost^ 

A redaction in.interest_rates_to a ratepf 6 to 8 perc _ 

Example: A $4QO,O0Q loan jjn land times 12»/2 percent Federal Land Bank equals 

$50,000 interest. With the same $400,000 loan at 7% equa^^^ 

$22,000 1^ and the farmer could very well service his debt and possibly reduce the 
principal of his debt. — 

In 1969 wheii variable interest went into effect this iieiped create, the farm protn 
lems of today. Farms bought at interest rates of 8 to 9 percent are now 12 percent 
and cannot caish-fldw. _ 

Most farmers with old loans at 5 to 7 percent interest fixed rates do not have the 
financial_proljlem8. ^ _ 

No one can budget ah bperatibr wheii variable interest is in effect _ ^ — 

We need world currency valuer closer together, also interest rates ceilings m the 

sin^e digit number. . 

__The hi^h ipliar has also been the creator of bur surplus bf grain and lacic ot ex- 
porting of conimodi ties and manufactured goods. . . 

_ JBackia farm, problems such as foreclosure. We need time ^ come up with^ solu- 
tions. Some.principal forgiven to equal 120 percent oT today's land value; with inter- 
est at 6 percent to 8 percent^ Ex_ample. Land value today at $1000 per acre. The 
borrower now owes $1,800 pei^acre would be written down to $1,200 per acre with 
inter^t rate of 6 or 8 percent and I believe this woulii help many farmers to survive 
in this economical crunch. , r u- 

Federal inter^t baydown with lender cooperation^ GimJhe today s owner ^o^ the 
land, the sama breaks as new buys get, because _they_ are the ones who paid the 
salaries, operation costs and reserves for last 10 years or. so. 

Maybe mbre mbriey should be given to the F.H.A. to be_ lent out at a low interest 
rate to farmers on land and operating loans would be a quicker and Mtter way to 
help farmers now instead bf capital infusion into the Farm Credit System. 
Sincerely, ^ 

Clarence Andersen. 



Brewster, MN. 

Budget jCoMMiTTEE, 

United Sta tes House of Representatives, 

Dear Sms: There are many thin^ that need to be done to help the agriculture 
ecbhbir.y. Listed are a few 1 coiisider importa '•t. 

1. We need to enact legislation to either bay clown debt and interest or pass Farm 
Bureau's two tier program of debt reistructuring. - 

2. You must cut spending across the board ar 1 not only single out agriculture and 
a few others to take the brunt of this^ reduction. „ , _ , , , riii- 

3. You must pass a tax reform bill thiis year and get all the loopholes out of the 
tax_system. This will result in more revenue for the U.S. Treasary and also the 
people who are not now paying taxes will be responsible for paying tax. 
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__4^In ihe tax refom bill be sure to elimiriati& any tax write-ofT for people not di- 
rectly involved in farming- who are i>bw investing in agricultural livestock feeding 
ventures and do not care if they make a profit. 

Robert G. Dieter. 



- March 13, 1986. 

Mr. WiiiiAM H. Gray III, 
liouse Budget Committee^ 
U.S. House of Representatives. 

__D^R Congressman Grax: Citizens United for the Rural Economy (CURE) was or- 
ganized, in JJie rammer of 1985, when it was recognized there is a need outstate for 
^^^%i?^°\P together to solve their problems. This occurred following the Madejia 
Area. Chamber of Commerce Agriculture Committee inviting communities, in a 12- 
county^area, to join them in searjHihg^or survival tools to enhance the quality of 

life and keep communities visibly t;iive in^rural Minnesota. 

in recent years, rural Minnesota has been dramatically hit 'mthja depressed agri- 
cultural economy, a rapidly increasing loss_of population and_do_wnturn in the busi- 
ness economy in numerous rural main streets. CURE was formed to combat the cur- 
rent trends through promoting the improvement and protection of the rural commu- 
luties. 

^ It is recognized that in rural Minnesota the relationship between agriculture and 
0"^*"ess is one ofJnterdepeMence.^^1^^^ needs a strong 

main street. Business developmf.^nt_ is ^ a strong agricultural 

economy. In recognition of tMs, CURE for improvement in both sectors. 

,_QURE s intent is to remain a nexible, _no_n-partisan gronp of citizen serving as a 
cleannghouse for infprmad^ rural Minnesota; provide a 

Jjrum^ for d^cuMion_of ruraLissuesL^^ and promotion group for /ural 

Mmnespto It also^p^ oil specific issuc-s as 

laentified by ite me^^ between persons involved inag- 

nculture/ rural communities_and_Qthers who need to recogniz^ the importance of ag- 
riculture to the entire state and nation. 

>^cce^f^Ll985-86_ClJBE 

Organization was formed with two peraons from each of the original 12 counties 
elected to the board oi; directors. _ 

Wprkshoj)_Cifcsponsored vnth Mankato Technical Institute on "Surviving the chal- 
lenges _facing_amall cities/businesses:" _ 

Meeling with Washington, D:C: corriesjporideht Mike Flaherty discussing what's 
hap_pening onlhe federt'Msvel: _ _ 

Oy_er_ MO persons attended the meeting with State Department of Aericuiture 
Cooimisijoner Jim Nichols. __ _ 

. Goals for the organization were identified by citizens seeking positive answere to 
the jag crisis. ______ 

Sought explanation Oh the federal level about Federal Reserve Chairman Volckei 
indicating it would be in the USA's best interest to help Argentina and other for- 
eipi coantries improve their ag ecbhbmy. 

Provided a forum for U.S. Sehatbr Rudy Boschwitz to explain the Farm Bill, as he 
reviewed it. _ 

_ Provided the "spark" for US. Senator Dave Durenberger and fch_e_Begion Nine 
Development Commission to use Madelia to emphasize the issues facing rural Min- 
nesota. As a result of this there has been local, state and national attention focused 

blithe agricultural cbrhrnuhity issues. 

A_worI^^^ A Community Identity," 

wmch drew rave reyiews from persons attending. 

Q^pi^i2«d a series of nieetin^ with state organizations 
^^Hbw them the opportunity to work together to provide feasible solutions to the 
problems facing rural _M 

As y_ou can see by jjg^^ successful organization with its 

ipembership composed of individuals,^ units of government and civic/busiriess/farm 
.organizations working interdependently. It is citizen participation iii the true sense 
of the term. 

I have enclosed for your review CURE's mission statement and a coby of the Ma- 
delia project completed by the Region Nine Development Commissibn 'staf? for U.S. 
Senator Dave Durenberger. The Madelia report supportis the issues CURE is ad- 
dressing in its activities. RNDC officials agree "yOii could take the name Madelia off 
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the front cover and the findings wouid be about the same, or worse, in every rural 

cdniinunity.'' 

Tliank yOu for the opportunity to allow CURE represejitative Larry _Blauluss_tp 
present testimony at the Budget Committee hearing on March 14; 1986 in Worthing- 

tbftf Minnesota. 

Should you have qu^tidns regarding the CURE organization or those pertaining 
the verbal aiui written testimony please contact me. I can be reached at 507/642- 
3726, Madelia. Lan^ Blaufuss can be reached at 507/642-3389. For mors detailed 
information about the RNDC report on Madelia contact Terence Stone, RNDC exec- 
utive director, Mankato at 507/387-5643. 

Sincerely, -- ^ 

MikeBqttin, 
CURE ehairman. 



.County qelNdbles^ . . _ 

Worthington, MN, March U\ 1986, 

Hon. WiLUAM Gray, -_ _ _ - _ - . 

Chariman and Members, House of Represen ta tives Budget Commi t tee^ Congress of 

_ the United Statefi, Wo^MnS^on, DC 

Dear Congressmen: As Officials cf the (^unty of NoJ>les^ Stete.o 
thank yau for coming to our Ctty, County^ and State tQ_hear firsthand accounts of 

theibll the farm crisis is having on the people of this region 

-We are partly responsible for the health, education and welfare. of_the people of 
Nobles County. Your decisions impact our programs because of the coordination of 
benefits between the Federal, State, and Local governments. Budget cuta at theJFed- 
erfid level nbnnaUy mean-l)udget cuts at the State level which in turn la ofien 
passed oh to the County. We cannot help the people devastated by this crisis with- 
out the help of those that make the rules. I/O^ taxes cannot be j-aised, peoiJle .are 
not paying those sdready due. Therefore we ask that you consider the following com- 
ments: WJ 

1. Common sehse must prevail when it cbinea to cutting budgets. 

(a) ALL exF^hditures must be included in the cuts. 

(b) AIX expenditures must be cut by the same percentages. . 
Jc) Special Interest groups must be listened to but the decisions should be what is 

be&v for all the people. 

2. Cfemmbn sense must prevail when it comes to expenditures. 

(a) Private citizens cannot spend more than their income, why does tiie Federal 
Government think they can? - \» . i 

Pi) Problems cahhbc be solved by throwing mbriey at them, we all need to look at 
ways to 80^ v§d problems withbiit spending more ihoitiiBy. - 

(c) Citizens would support ah increase in taxes^ but only if the tax^ were specifi- 
caliy eanharked to help decrease the deficit, hbt for further spending. 

We are all in the same pbsitibh, pebple are ^kiiig for help and thsy expect it to 
come from government, you cahnbt get something frbrri government that you have 
not already put in. Better use of what we have to give is what we ask of your com- 
mittee. Help us by treating everyone in the same responsive manner. 

Ken W. Roberts, 

- Nohles County Audilor, 

BdNNi& Frederickson, 

Admihistratofy Nobte^-Rock Health 
Services. 
Lee McAluster, 

Community Social Sen ices Director. 
Art Fi^me, 

Extension Directdr/Counly Agent. 



Honorable Bodget Committee Members; Wiy^ do 
sist in spit3 of fifty years_of_well_fjndeii government farm programs? In Franltlm 
Roosevelt's day farm programs, helped.many farmers at a fraction of today s cost 
Today most farm prop-am benefits go la big farms.. _ _ _ 

Budget shortages in our time demand_a. new. approach to farm programs. No less 
important is help to those American^iarmeTS in greatest need— small farmers and 
begiririirig farmers who are so necessary to the social well being of our country. 
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Small farmers who want no morie than an opportunity to make a living for them- 
selves. _ . _ . 

Pederal credit agenci^ have worsened conditions by imprudent loans to expan- 
sionist iarmere. . . 

The Extension Service coriceritrates oii high input, high technology farmere. 

Tffic laws, rapid depreciation for large equipment and rnterest deductions on land 
purchased ^r expansion favor industrialized, export oriented farm operations. 

Simplified, low cost farm legislation solely for protection of small farmers is the 
only farm program America needs. 

Benefits of a small farms program will include: no artifically inflated land values, 
110 catastrophic farm debt, no burdensome Surpluses, natural retirement of marginal 
land, fewer casualties among farmers and a farm budget one-fourth of its present 
size. _ 

Sincerely, 

George P. Heikes. 



^EmiLLE,UN, March 2^, 
To House Budgetf Committee: This letter is to express mylconcerni over.the dto- 
posed federal cutbacks in the Extension budget. ! farm in Renville County axid both 
myself and family members have become involved with, and rely on the many vari- 
ous services of otir local extension office and its staff. 

-^^S?J°"^ children are involved in the 4-H projgrram; their ages ran^e_from_ 17 to 
10^ The experiences they have had and the karriin^ opportunities theyLhave.jdiscov- 
ered are unique because it takes place outside the school element and mingles them 
with town children^in a ccK>perative atmosphere* They are learning tojwork togeth- 
er with people of all ages, sharing their knqwledj:e with the younger members and 
learning from the older members and adults. They know the meaning of hard, dilL- 
gent work and being responsible for animals and their welfare. They have earned 
the privilege of attending State Fairs and thus broadened their experience even 
more. . . . _ __ _ 

_ _My wife has been irivolved with the Home Extension program since 1970. As a 
pew /arm wife, it helpea her meet other women in the area_and answered many of 
her jJay-to^ay^questions. Their lessons have covered some very vital issues such as 
F_aTm^Eirst-Aid, J3atritionaJ foods preparation. Funeral Facts, Conserving Energy in 
^"f«"°°^®'^^^ ™"®^^st would be Endless for the last 15 years of lessons, but it is 
sufTicient.to^ that they were all practical and useful. The group of women also 
provides_a .necessary source of release iarid comfort as the women can boost one an- 
other^. maraACs. .especially in this time of farrii depress 

Since_I waaj-aised on a farm, I have always known how essential the Extension 
Frograms were^ Jiowever, this was to become even more evident to me since I am 
curreptjy thei:hairman of the coanty committee. One of the services I would like to 
highlight IS the_FINP_AC_K service which offei^ accounting services and computer 
programs to farmersJn_ihe_coanty. In a time of tight money arid careful budgeting, 
this service can meaalbe continuance of farming for those who take advantage of 
It. Another service is_ the Project Support which offera financial advice and emotion- 
_al support to the depressed farmers :.nd businesses within the county. I cannot 
stress to you how v_ery_ important this is at this time in oiir agricultural cdmrriuni- 
ties. You knowyoureelf as thejnews and papers are filled With the dileriimas which 
are now moving from the farms to the towns and will soon be felt in the larger 
cities also. _ • 

, I urge you to consider the family units that th^ Federal Cutback would be affect- 
ing. Now more than ever we need the support services of our local extension serv- 
ices. 

Thank you, 

. .. Geralo MuiJbER, 

Chairman, Renville County Extension Committee. 



: Makch 14, 1986. 

__To TH£ Honorable ViN Weber and House Budget Committee Guests: We have 
been_involved_in^ Rural Support Groiip in Watson, MN. Our group deemed it nec- 
essary to .respond with testimonial regarding Gramrii-Rudriiari. A 4.3 percent cut 
does not sound like much; however,, in my particular situation, it will cut my net 
cash flow DXQjfictions by 45 percent. My 1986 ^ash flow is projecting a net of $11,000 
without Gramm-Rudman. Discounting the loan rates (which have already been 
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slashed^ 25 percentLand the deficiency payments by an additional 4.3 percent, will 
subtract &9()0 from my j)rQje€^ me with a margin for error 

of 4j6JQ0 i)rjQDlyL3 percent of myjprojectedg^ 

: _ Our support group, feels it_is_not fair for the USpA, which b 
total budget, be aaked to supplx llJJercentjjf the budget cuts! We_ would support 
Gramni'Rudman only if everyone and everything is suyect to the 4.3 percent reduc- 
tions. _ 

We feel sti-ongly that it is^ important JtashoiVLthe^ubHc that the farmers 
receive in program payments is just a smell parL of. the USDA budget. Commodity 
Credit Corporation loans that are repaid should^o back into CCCJuj^ds _and_not the 
general fund.^lso, the^oney received from, the sale. of X^CC_gr^n_8tocks_sh 
returned to CCC funds to give a more realistic picture as to what the farm program 
costs. — 

You may have heard of second and third generation farms beiiig foreclosed^ on 
and asked why or how. Well, biMidi^ poor prices for our commodities and e2:x:€^v£ 
input costs, we have the IBS ta contend with. A father cannot sell his farm to a 5Qn 
or daughter withbut-thie IRS telling him how much he has to charge per acre and at 
what interest rate. Does that sound like the United States of America? 

We do appreciate your efforts in tryirg to repeal the IRS ruling on Jceeping mile? 
age log ^ks and your efforts in r aking more people in Washington, D.C, aware of 
the far-reaching rural crisis. 

Sincerely, , ^ -- 

Jerome Lee. 



Box lD3v RE_2, 
Lakefield, MN. 

_C<»ngress\ien: I would call your attention to the fact that there are 3 typhes of 
farr iecsJarmin_g, 

1. Part time fanner, 

2. FuUiime farmjer. 

3. Investor farmings _ 

A. The full time farmer has $20/acre fix cost for living. The investor or part time 

fanner does not , _ 

B The part time and full time farmer borrow money locally which is 13-14% and 

the inv^tor groups borrow at 8-9 percent _ . ^ 

C. At year's end when there is a loss. in_ farming ^he_full_ time _and part time 
farnler have to take it from saving or borraw-moremoney to cpyer th^ loss, The 
investment group farmer has the government .pay their losses_thru the_ income tax 
system and other loopholes. How can the full time farmer survive when he has ev- 

erythihg fixed against him. 

Hbw^bdiit yoii Congr^men doing something right for the fulL time, fanner and 
research the marketing system the full time tomer sells in^ When ail the.facta^e 
in, I think you will find that the marketing system in which the.ML timeJanner 
sells in isn't to his best^ interest The share of the consnmeiL dollar. the farmer re- 
ceives^ haa gone from 47^ to 27$. This slide when used in. ho^ means _that from 
1980-85 $3/cwt or $7 per pig was lost by the farmer producer. However the..packer 
has had the largest profits dri record during the same time period. Thia is why: the 
full time farmer is in a financial bind by not getting his proper share of the consum- 
er's dollar. 

Sincerely, 

Abner Brandt. 



JacksoTif MN. 

Dear Congressman Gray; I am writing this short letter in the hope you will r^d 
it and ^ain some knowledge of how I and my family feel about the Ag. situation. 

My story is like many. I an a 3rd. generation farmer^ Our family came to this 
farm in 1910. Now we stand to lose it to the Farm Credit Service. 

Ldonltconsider myself a failure. I am a good farmer and manager but due ta cir- 
cumstances .stand to Jose everything my family and I have worked and dreamed for 
35 yr8.andjny father _and grandfather before us. - , . ^ ^^^ 

OurfeelingB are very angry and resentful. Not just because of losing ^a way of life 
but mainly because, of the callous and uncaring attitude of the administration and 
probably 90% of urban and suburban scK i'ety. 
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. We_ feel most urban and suburban America look upon lis as seebhd class citizens 
whQ_da not deserve decent things. We are supposed to live in shacks, go to the bath- 
room in the woods and live in rags. . . _ . 

—To^ve you^ some idea the anger I feel, I sincerely hope I live long enough to 
s^eJiie United States of America hungry. Everyone. So when you go the store, food 
IS rationed, for years; and you cannot biiy enough to eat. Then maybe you and others 
wiLL appreciate the food you eat and thie sacrifice families in agriculture have eiven 
to feed you. 

Sincerely 

Don Holthe. 



- — Lakekield, MN. 

CONGRESSMEN.- The fuU time far mer (a family farmer who is_making^ livingifrora 
agriculture) is the one who is finding him/herself in such economic.straits. Not the 
part-time or the investor farmer. The part-time farmer is one who js_ subsidizi rig his 
hving from another income source (btf-farm work) while fanning. The investor 
farmer who ^s hoi ah actual farmer is one who makes his living from another 
incomiB but by using the federal tax system generates dednctions_and/Qr io^es 
giving him a refund in federal income taxes. An actual farmer to_Tne_is_ one who 
plants and 'or feeds livestock himself. As you can see I feel:*/e have three kinds of 
farmers e'^ch with theii^owh objectives for being in agriculture. 

I feel if you as bur Congressmen could legislate just and fair jaws the full-time 
family farnr ;r wbiild survive. 

Intereist rates.— Every so often the news comes but that the prime .interest rate 
went down again. Why doe^'t interest come down for the full-time farmer? I.knojv 
for a fact (Farm Journal, Hog Extra issue, August, 1985) that the investor Jkrmer 
can borrow money at prime or 1 percent over prime rate. As a full-time farmer. we 
still have to borrow money at 12.5 to 13.5 percent. Every farmer needs an interest 
rate of 6 or 7 percent 

^ Marketing ^system.---Ah ihvestig^^ of the marketing system must take jJlace. 
How can beef drop $17/cwt in a period of 6 weeks in price I as a_farmer receive and 
thejprice to the consumer stays the same or drops a few cents per pound, the same 
goes for every commodity I as a farmer sell— pork, <;brn, sbybeans. 

Eederal tax reform.— I am sick and tired of individuals and big businesses with 
large incomes and profits Who do not pay $1 in federal iricbme tax. Eliminate invest- 
ment credit, capital gains, and acceligrating^ depreciation deductions. Give a fair 
bving: exemption with no deductions of $10,000 for an individual return, $20,000 for 
a joint individual return, and $5,000 for each dependent. Give the "American 
Dream, back to th^^ people. . . _ _ _ 

Lask^wili this le;.ter or testimony be read by the BuJget Committee or anyone 
else? I guess I will :--iiver know, but I hope it will. 
Sincerely. 

Bill Brandt. 

Enclosure. 



Interest Rates, Tax Shelters and Mercantile Exchange 

I would like to shed some light facing Jackson Couhty^nd the livestock industry 
in regards to interest rates^ tax shelters arid the Mercantile-Exchange^ 

Jn 1975, there were 46 cattle feeders iri Orie towriship (Sibux Valley) in Jackson 
County^ Tnday, there are five cattle feedere. Of these .Hve, two are custom feeders 
(fkeding cattle for someone else)^and the other three cattle feeders stHl retain own- 
ership for themselves. The reason this has happiened isri't because the feeders were 
inefficient or didn't want to feed cattle, but rather Jjecause there hasn't been a con- 
sistent profit for cattle -feedei^ to remain in the business. _ _ _ . 
__This_prQductiQn:went from the family feeder to the commercial feed yard. Again, 
the. commercial feeder could not receive a consistent profit to stay-in the business of 
SQle_ownership._ Today t^e majority of the cattle are still being fed in commercial 
yards,, but.the commercial yards are feeding for someone else (investment feeding). 
Qver_ 50 percent of the_ cattle fed in the southern commercial yards are investment 
cattle_(Tjci-State Livestock News, July 13, 1985 issue). 

_ IlLis_my feelings that investment feeding of cattle is jiist for tax loss or tax evasion 
purposes.. With Ihe hugejsalaries that entertainers, professional athletes, musicians 
and.executives .receive, cattle feeding has turned into a iiicrative tax shelte- There 
have_been_^pproximately $61_billion a year of outside inveistment ihta agriculture 
by those seeking to shelter some of that money from taxes (Farm Journal-Beef 
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Extra, Aug. 1985 issue). This outside inv^tment raises production, which in tura 
lowers cbmmodi^ prices. 

^For^example, Refco Chr. Tom Dittmer feeds 625,ddd cattle and 750,000 hogs anna- 
alIy|^[Succes8ful Farming, Aug. 198^ 

iTie fbllqwihg^pTCared in^ the Farm Journal-Hog Extra, Aug. 198^5 issue.! "One of 
the adyarifages for Plairiview is the fact that they are completely financed by Eefbo, 
according to Tilma. Refcb, in turn, is financed by commercial banks. and_ other 
sources at or hear the prime interest rate, which is about 5 percent lower than most 
ag banks arid PCA's. 

We^ as farmer feeders, cannot compete with this unfair advautf^e of lower inter- 
est rates. 

Cattle feeder 

ReffcoL 

Initial inv^tment for 625,000 cattle ($448.00/head) $280,000 

Interest (9 percent) 25 000 



Total 30 5,200 

Farmer feeder: 

Iniyal investment fo^ 625,000 cattle ($448.db/head)................................. $280,000 

Interest (14 percent) 39^000 

_ Total 319,200 

_ The difference between $3 9.2 mil lipn and $25. 2 mill ion is $14 million, lierefore, 
as « cattle f^er, Refco pays $14 million less in interest on its initial investment for 
625,000 cattle than the farmer feeder. 

Hog feeder 

Refco: 

Initial inv^tment for 750,000 cattle ($40/head) $30,000 

Interest (9 percent).................................. 2,700 



Total........................................................................ 32,700 



Farmer feeders 

Initialinvestmentfor 750,000 hogs ($40/head) .......................................... $30,000 

Interest (14 percent)........................................................................................ 4,200 



Total 34,200 



TTie difference between $32.7 miUiDn_flnd_$34.2 million is $1.5 million. Therefore, 
as a hog feeder, ItefcQ pay^$1.5_ million less interest on its initial investment for 
750,000 hogs than to the famer^f : _ 

If Jhe farmer feed the sam_e .opportunity _Qf lower interest rates as Refco, 

there would be $15.5 million more income_inJheiarm_sectQr. 

The tJSDA figures the total farm debt in_ December of 1984. be $211 billion 
gPWin Jouraal'Bae issue). Inten^l calculatedaL 14 percent on this 
debt Js $29.54 bUlion, The i^^^ more than the total anticipated income for^l 
farmers for the coming year, which income has been estimated^ to Jbe Jbetweem $21 
and $22 billipn (U.S. News, July 29, 1 985). Ii interest was cut_inJhalf to 7 percent, 
agricuhure would show a savings of $14.77 billion. Tliis savings would be added 
income ne^ed by today's farmer. 

As a farmer f^er, we cannot compete with the unfairness of tha JVfercantile Ex- 
change. When 3. fanner feeder buys 4d,ddd pounds of actual, beef^ _i_t_ costs, him 
$25,000. As a speculator on the Mercantile Exchange, a person. can control .the same 
40,000 pounds of beef foj- $700.00. When the market goes up^ to cover just Ih^.inter- 
®st for the farmer f^eH$3^ pn lus investment, t^^ made. 438 
percent on his initial inyesttnent. The farmer feefler hasjust broke even. ^_specjilar 
tor ^»n get but of his contract at any time, we, at; a farmer or hedge_r*_have to stay 
in for up to 6 months oh a yearling or one year on a calf. As a hedger,^ tbe_farmer 
feeder deals^with a few^ contracts on the Mercantile Exchange. The speculator, how- 
ever, deals with hundreds of contracts, which causes a very volatile market.^ 

Recently a decision made in Washington EnC has resulted in CME iComm.odity 
Mercantile Exchange) f^er cattle contracts can no longer be delivered _to_the Sioux 
City Stockyards efi%tive S^tember 1986^ (Sioux City Journal) The farmer feeder of 
back-grounded cattle was beginning to use CME contracts to his advantage. Now the 
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Cdmmbdities Future Trading Commission once again gives the speculator the 
upper hand to play the game with the farmer feeder left holding the BAG (manure). 
If more delivery points are not made available the trading in perishable commod- 
iti^ of fat cattle, feeder cattJe, and hogs must be suspended indefinitely or the once 
bwhrf family farm in agriculture wll be 

Jackson Ciburity livestock feeders cannot compete with the iiyustices found in in- 
terest rat€^» tax shelters and the Mercantile Exchange. We do not feed livestock for 
the deductions, investment credits, accelerating depreciation, capital gains or to feed 
for a loss. We feed livestock to make a profit so that our families can receive the 
necessiti^ of life ^dme; food, clothing and education), pay Our taxes (federal, state 
and prdpertiy) business impr 

After World War II, the town of Lakefield, Minnesota, had five car dealers, five 
iniplenieht dealei^, two banks, four hardware stor^, two lumbeiyards. Today Lake- 
field has lib car dtjalers, no implement dealers, two branch banii, one lumberyard, 
brie hardware store, two fertilizer plarits,^ one elevator, no five arid dime store arid 
rbiighly 50 houses for sale. Until we legislate EM^ainst the injustices fburid in our tax 
systerii arid the Mercaritile Excharige, lower iriteri^t rates to 6 Or 7 percent arid 
return a profit fbr bur agricultural cbriiriiodities, biir rural areas cbrisistirig of towns 
and farifiily fanris will continue to deteriorate. 



(This article ^yas cut out of the Drover's Journal, March 6j^ l9J^B, issue. Total inte^ 
gratipn has been achieyed in the beef and poultry Industries. It^ L^^^ the 
hpg and grain industries. /Hie fi^^^ time family farmer cannot compete and will not 
survive. What has happened to our anti-trust laws?) 

Swift Purchased by Texas Businessman — Integrated Beep Operation a Goal, 

Cox Official Says 

_ _ _ _ _ (By Miko Fitzgerald) 

Dallas, Texas.— Swift Independent Packirig Co. has been purchased by ^CHS Ac- 
quisitions n, a corporation indirectly owned by Texas agricaltural biisiriessriiah 
Edwin Cox Jr. - 

Although the purchase agreement states that^ Swift will keep its hame^d cbritiri- 
ue to operate as an independent entity for the immediate future, plaris fbr the finti 
are ahjrthihg but staghan^^ ~_. _ _ 

"Mr. Cox's i^rwaary_Teasoh for the purchase of Swift was to eriable hini tb^have a 
totally integrated beef oj>eratioh, all^ the way f to distributirig the 

product," a Gbx ofHcial said. Projected sales of the joined operatibhs are set at $5 
billion^ annually. — — - 

Swift st^kholders approved ^4ie merger Wednesday, Feb. 26 arid the trarisactibri 
was completed TTiiirsday, F^b^ 

It V Swifts strength in sales and distributibit that made the acquisitibri attractive, 
he added. The ^Swifl purchase cbmpleriierits Cbx^ bwriership of Val-Agri, a mcgor 
packirig firm with plants iri Amarillo, Texas arid Oarderi City", Karisas. 

Another k(^ block iri building 4^e vertically iritegrated beef bperatibris in Cox's 
Valley View Gbrporatibri. Valley View purchased Fribria IridUstries six riibri^ths agb. 
Frioria is the beef-fe^irig ariri-bf Cox s nbldirigs that cbrisists bf feedyards with com- 
bined capacitii^ bfriibre than 25(),000 head ari^ 

"Erijbjorig all the beriefits bf ari iritegrated agricultural operation" includes 
owning Vallev View Eriergy, still aribther Cox hbldirig with oil arid gas interests. 
Valley View Eriergy iricliides twb electrical facilities gerieratirig power from cattle 
iriahure. 

Swift bperatibris include three beef plarits that are located in Guymon, Okla.^ Des 
Mbiries, Ibwa arid Duirias, Texas. The three have a cbriibined slaughter capacity of 
1.6 riiillibri head. 

Jri additibri. Swift has sisVeri pork plarits, six bf which are operatin|. They process 
9.1 iriillibri head arid are lbcated in Marshalltown, lowa,^ St. Josepn, Mo., Huron, 
S.IX, Sari Aritx>riib, Texas, Mbultie^ Ga. Md W 

The East St. Lbuia plarit clbsed Feb. 27 arid had a capacity of 1.4 million head; 
The slaughteririg arid prbc^irig plant is being "mothballed" arid has not been put 
lip for sale. 

A lariab slaughter plant in San Angelo, Texas, has a slaughter capacity of 760,6i30 
head aririiially. Swift also includes 66 distribution and sales offices located through- 
but the country, serving 22,606 custoriiera. 

The sale price was reported to be in excess of $256 million. Each share of Swift 
cbriimbn stock Was converted into one share of Swift exchangeable preferred stock 
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with a $7 liquidation value and_ the right to_receive $2i in cash. The preferred stock 
will be listed bri the American Stock Exchange. 



. I_am_a_fermetin_Swift ek)anty: My three sons and I farm apprbxjniatel>^3,000 
a^res QllmidMd milk 15G cows. 1 am also chairperson of the Swift County Exten- 
sion Ck)mmittee. 

I wouldJike_yau_tDJknQw _what the Extension Service is doing to help the people of 
Swift Countv duringthe_presentrjaral financial crisis: 

First of_all_the_st3fr ia husy^jnore so than ever before because they are trying to 
cpntinue manx,of the_edii5SJtional_ programs they planned before the full extent of 
the financial crisis was Jcnown._They_ar£ also adapting some of those earlier plarilied 
programs so they more. fuUy BiJ in the county. Besides 

continuing and adapiing the JBariier^ilsnnea^^ they are initiatii*g programs 

that specifically adaress the ruraLfinancLaL^^ 

_ An exaniple of a planned prpgra_m_that was. adapted is this year's topics for the 
Annual Cprn and Soybean Day prDgram._The topicj .were: "Economic Factore to 
Consider in Corn and Soybean Production", "Cost Effective Weed Control", and 
"Marketing Strategies for 1^ 

A few of the educati onal programs put together _to_ address the farm financial 
crisis are. (1) A Stress Workshop i n_ January 1_985 and _am>ther_ just completed on 
March 7, 1986. Professional counselors conducted the workshops_which were well at- 
tended by the rural j>opulation, (2) A ''I^gal Affairs and Fajrm. Pinance". seminar 
which^was held at two locations in the area and was _welljitteuiied. In _fact^ there 
Jl^^n a request to repeat this as soon as t h_e Mi nneso ts legislatiYe. session _has 
been completed. (3) Our home economist has started a Volunteer Budget Cojisultant 
Program. This program js design^ to help JndJviduais and families with_ budgeting. 
- Our Extension staff is also very much involved in_the Federal Farm. Program, 
That is, they have been assisting Swift County farmers in arriving at a_bid_fur the 
Natibhal Daiiy Herf Buyout Prom Conservation Beserve. Program^ .Re- 

sides that they have made ayailable a computer program for analyzing participation 
ih4he 1986 ^cwerhmeiit Feedgraih and 5^eat Program. 

Besides all-this, the Swift County Extension Ser^rice is helping farmers individual- 
ly ih Farm Financial Planning with the aLd of the University of Minnesota's .Fin- 
pack program. The requests for this service are ^eater than the staff can handle. 

Our Area Extension staff has also been very helpful. Jerry Wright^ Extension Ag 
Engineer hias helped area irrigators understand the safety requirements as well as 
the cost effectiveness of injecting chemicals into the irrigation water. 

4^H is a valuable learning program for my children. They have learned many 
skills which will be beneficial to them throughout their life. 4-H also multiplies the 
use Of each dollar invested with services^rovided by many volunteer leaders. 

As Chairpereon of the Swift County Extension Committee^ I want you to know 
that Extension has responded to the rural ^hahcial crisis as I stated abova I know 
this frOi.i personal experience, comments from program participants ih the county 
and reports I receive monthly from oir County Extehsibh staff. 



Prepared Statement of Jan Remus, Vice President, Sibley County Extension 
commfttee, wlnthrop, mn 

It is my underetanding the Fede^ is proposing to cut our JSxtension 
Program 59 percent. This could have a deyastati ng effect _ Qn__aur JEjitension .Pror 
^^in. According to the Asspciatipn of Minnesota C^^ in a_cut 
of one agent per county. We presentiy haye only 2y2 agents, ija our County.Extenr 
sibh Office. To cut 59 percent we would end up with 1 Vz agents. Sibley .County has 
no fat to be cut. We are at a barg jj^jj^jj^^j^j^ j^^^^ cannot lose one ag'^-t per 
county without a profound effect on services rendered by extension. _ 

Extensibh is very important to a rural community. They provide help in .time jof 
need, ah outlet for the ladies of the communities, and a chance for children to learn 

and grow. 

- The ag agent in this time of rural crisis provides the farmer with m_any_ services. 
He helps the farmer with financial jplanhing, such as FINPACK^ by meeting_with 
individual farmers to work thru their jjroblems and stay in farming. It may be by 
getting an FHA loan, restructuring deot, or raising their efficiency in productLon, 
but the ag ageht^ takes the lead ih getting this done. He also is activejn the media- 
tibh process between bdrrbvrers and lenders and must run a FINPACK on all farm- 



Prepared Statement of John C. Carruth, Danvers, MN 
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ers who go to mediation. He also <M)6rdihaies setting iip medlatjbri sesSsiohs arid se- 
lecting a mediator. He ls_also ihvdlved ift Project Support which is a hbtllrie for heli" 
or referral for helj^ for needy farmers. This does hot even cover ^the evei^day duties 
of an ag agent. They must keep farmers alerted to any changes In varieties of grain, 
chemicals, fertilizers, pesticides, etc. He also keejM farmers aware of rapid charip' is 
in our land values and rent charges. To lose an ag agent would be tragic to a rural 
community. _ _ . /-v 

Our 4-H agent is vei^ much needed by the^hildreri of a rural cbmriiuriity. Once 
ai:ain our rural crisis reare its ugly head. Uhfbrtiiriately the problems Jri bur rural 
area dp^ not affect onlv mom and dad. Many teens suffer during this time, too. Oiir 
4-H agent is active in ^Teehs in Distress" and "Teen Suicide." We have already had 
a teen suicide liL^iblpy Gbuhty^ When something such as this occurs riibre teerio 
begin to feel stress also. She is also currently working with twb schools fbr setting 
up a program Jot parents of teens dealing with suicide. She also wbrks hard to prb- 
yide a good 4-H jprbgraun for these children,^ butlet for them arid-a charice to 
identify with people of their own age outside bf the pressure bf schbbl. Tb lose a 4-H 
agent would be devastating to th« children bf a rural cbmmumty. 
_ Our horne ec agent is extremely important tb the wbmeri bfbur^rural cbmriiuriity. 
She has been ve^ activfr in bur Woman Care Prograrii which is a workshbpTbr 
wonrjn in Sibley^ fibunty dealing with stress, budgeting, pareritihg,^d job seekirig. 
This was a direct result bf the heeds bf the cbriiriiuriity. She also directs farrii 
women to job training jJrbgrams. She is also trained iri "support" wbrk for farrii 
families. Our home ec agent, together with bur ag agerit, were highly irivblved in 
organizing a workshop called "Working4ri Rural Mihriesbta Today, rae cbrifererice 
was mainly for thpse_whb help Sibley County families^ and cbiririiiiriities. We heard 
Iriany ppsitive comments about this- wbrkshop. She also prbvides irifbrmative arid 
pertinent lessons for bur Extension Hbmemakers Study Grbup Prbgrarii. Tb lose bur 
home ec agent would be extremely traumatjc to bur rural cbirimunity. 

0iir agents at Sibley Cburity are^resporisible for rietwbrfuM witt bther agericies 
throughout the county as STAND (Standing Together As Neighbors Do). The biggest 
share of this leadership falls oh bur jiurses arid extehsioh agency. 

I know we need budget cuts, but we must not lose sight bf the fact that bur Exten- 
sion agency is probably one of the most valuable services provided tb the riirfd fariii- 
lies and cornmunities. In jhis time of rural hardship, I ask that yoii db ribt^iriipose 
another hardship on these farm families^ arid farai cbriirii unities by cuttirig the 
budg:et of our extension agency. We desperately need therii. Please, help lis keep 
them. 



Pkepaked Statement of Richabd Ekstband,^ Vicje President and General Man ag- 

ER, tOWRY _TELEPHDNE_Co., LOWRY, MN, ON BeHALF OP THE NATIONAL TELEPHONE 

Cooperative Association (NTCA) 

Mr, Chairriiari, Cbrigressriiari Weber, members of the committee. My name_is_Bich- 
ard Ekstrarid, arid I arii the vice president and manager of the ix)wry Telephone Co. 
in Lbwry^MN. Today, I ^b represent the National Telephone Cooperative Associa_- 
tibri (NTCA), a riatibrial trade association representing more than 4Q0 smclL^d 
rurF"! telephbrie systeriis iri over 40 Stat^. i appreciate the opportunity, to present 
testiriibriy 4b the cbriiriiittet; cdricerriirig an issue of tremendous importance io the 
State bf Mihriesbta arid to farrii coriim unities everywhere, the budget proposal for 
the Rural Electrifjcatibri Adriiiriistratiori (REA). : : _ __ 

Lb^^vry is a sriiall, farisily-^owried company serving approximately 68D customers, in 
rural westerri Mihriesbta. We have four employees, including myself. Our subscriber 
derisity, a figure which iri the capital-iriterisive telephone business is used to gauge 
prbfitability, is abbUtfbiir ciistbmere per routermile of telephone line. This is a rela- 
tively low riuriiber^ The cbriipariy was founded by businessmen and farmers in the 
Lbwiy area iri 1906. Ite purpose was to provide telephone service to a small commu- 
nity that the theri-Bell systerii had chbseri riot to serve because of its scattered popu- 
lation. L^wi^r has provided single-party service since 1969. We are proud of the high- 
quality service we make availwile to biir customers. : __ __ 

My cbriiirierits before ybu tbd^ are made in the hopes that with your help, Lowiy 
and bther siriall, rural telephbrie systems will be able to continue to provide such 
service. Today, rural telephbrie service is threatened by deregulation and by Propos- 
als tb phasebut all leridirig bf the RE A and the rural Telephone Bank iRTb;)JDe- 
regulation, spurred by several forc^ including the AT&T divestiture, technoli^cal 
development and the niarket-drierited philcsophy of the cuirent Federal Communi- 
cations Commissibri fFCC), is shifting the flow of industry revenues away from local 
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iservice. This shift is occurring due to several regulatory actions, including: The FCC 
access charge decision; the phaseout of settlements for intrastate toll revenues by 
state regulators; FCC and State regulatore' active promotion of competition to pro- 
vide telephohe-type^ervices ta selected customers; and changes in the allocation and 
recovery of hohtraffic sensitive plant costs. 

We anticipate that the r^ult of ^he r^ulatory shift will be a greater burden on 
local- customers. In Minnesota, several deregulatoi^ initiatives currently are under 
cbhsideratibh which may have a significant impact on Lowiy's subscribers. At the 
same time, techhdlbgical changes are making e;:isting telephone plant obsolete. 
Aerial cable can how be replaced by low-maintenance buried cable, and mechanical 
arid electronic switches can be reple:.£,d by di^ta. switches that reduce operating 
costs, provide equal acce^ to any Ibng-distance carrier that demands it and enable 
us to prbvide custom-calling arid billing services to supplement our declining reve- 
riues. _ __ _ _ _ _ _ _ 

Iri-this tiriie-bf-regulatory change and_ increasing need for up-to-date equipment, 
the REA^d RTB loan programs will be critical to the survival of_slmall telephone 
systeriis^This is why we at NTCA are deeply concerned about the_Pr^ident's fiscal 
year 1987 proposals for the REA and RTB loan programs. The President has j)ro- 
poped to phase but all REA and RTO lending by fiscal year J 990 and to_ elimin te 
telephbrie Ibari guarantees iri fiscal year 1987. He Has also proposed to increase in- 
terest rates bri REA (but not RTB) loans to the Treasury borrowing rate plusJL^ 
percent arid to charge an ujpKfrbrit fee for loan origination, jlie fiscal year 1987 pro- 
posal also elijriiriated the $30 million capitalization forjthe RTB. 

We "disagree with the Presideri argument that REA borrowej^ could, obtain ii- 
riaricing from cbriimercial sources. The net_ worth of REA tejephone borrow.ers aver- 
ages 28^5 percerit as comjpared with the 42-44 percent debtrequity ratiojthat the_pri- 
vate riiarket requires of ^lephone systems. Also^ RE^ _first_lien on_ail hoTrow- 
er property, even that which is acquired wath non-REA financings It seems unlijcejy 
to me that a commercial lender would agree to fi_nan co eq uipnient_ J)n _which_ he 
could riot hold the first lien. Finally, few REA borrowera cojiJo afford commercial 
loaris. Only a^ut one-half of RlEA tek have qualified for RTB 

loanSj^ which bear a lower int4?*:est^rate than do commercial loans^ _ 

The proposal to j)hase-out RTB lending and to elimjnate capitalization. for Ihe 
RTB does not make sense, either. Tie RTB ^yas estsblished_ to_ provide Gn.intermedi- 
ate sburce of financing for REA bg'n'owem^^ affordLto_pay 
slightly higher interest to do so while reserving the REA insured loan prograrasJor 
the telephone systems that cannot afford to pay higher _rates._ Tlie _RTB_ makes it 
possible for telephpne systems to >yo_rk thei r way _ _up _a^ ."credit _ ladder" ^toward 

higher-interest financing without placing a_sudd_eji_burden_onjtheir consumers. 

Finally, we believe that an up-front loan orgination J'ee_DJi^EA ^d_RTB loans 
would pr^nt a significant _ burden to_ small, _telephone__syatems^_ JFor many, years, 
REA unplemented a poji^ ii^nalized telephone, systems _which ^cumulated 

cash and even nonlJ<luid assets. It is harsh _to_ propose, naw that J;he_ borrowers be 
required to pay a large up-front jee in order. to_o6taiu_needeii_loaa money^ 

NTCA urg_es the Budget Cpmmittee_to r^tLthy.President'f^.FY 1981 budget pro- 
posals for REA and the pTB- The committee has .supported, these, programs: in the 
past and this has madej t ppssibLe to _finance_^xtejisiQn_ of new and improved tele- 
phone service to thousands, of rur^ .consumens. each year. We ask yoa to continue 
this support for small telephone systems and for all rural America. Thank you. 



Prepared Statement op Paul and Agnes Becker, Worthington, MN 



I started farming iri 1948 arid was married in 1955. We had trouble in 1985 refi- 
riaricirig^ PCA delayed br should I say literally refused to renew bur loan_ until FLB 
made us a deal. FLB agreed tb Jbwer their inter^t on our land loan to 8.5 percent 
iriterest for three years. Of course we mbr^aged every acre we own. My wife Agnes, 
bur attbrriey (Dave Huey^ PCA's tbp man frorii Windom) Dick Noyes and 1 were 
preserit wheri this ^reemerit was riiade. Dick Noyes stated at this time "Everything 
for the Beckers." We started with PCA in 195& arid there have been many years 
that bur iriterest bill was over 140 JOO.CO a year. Not like they hadn't made the big 
bucks bfT bf us. We fourid out iri Feb. 1986 that PCA put our loan in a 215 account, 
arid now have-us all set up forjclbsurei Our loan was due FeL. 1, 1986. I was talking 
to riiy loari^ bfficer bri about the 3rd, about settingjip a time to renew our loan. He 
iriforriied that they cut us off frbrii all riibriey. There was still 70,000.00 left in the 
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budget from the last year. PCA's word is. worthless unless you have an agreement in 
writing you'd belter forget it This was sure some deal, hardly 6 months and they're 
pulling the rug out from you. Ndvember 1: PCA loaned us the 19£5 interest payment 
for FLB. In January they began the foreclosure procedure onjia. PGA said oar ac- 
count was put in 215 and all payments wjjuld go on the principal andjnot for inter- 
est. Our attorney advised us that this was. a set up for foreclosure. PGA has a mort- 
gage bri my hogs,^ crops and machinery.. When PGA wants possession of all hogs they 
have to put them on the market for slaughter because I've had suderahies. Law re- 
quires^ ria sale tQ a feeder. We've hogs aU sizes, about 1^500 head^ PCA tells me I 
must fe^ them out for them but will give us no money for putting in the crop. He 
told us to rent the land out arid a payment isn't due until May^ Our crop makes as 
some profit but the hop diri't. Because we have a farrowing barn and a finishing 
barn that we built in the 1970's of which the interest is killing us._PeA doesn't care 
about 4is or our. families they want to hog everything. And don't: even leave any- 
thing for FLB. We're suppose to sit here and feed their hogs, reniL the land oat, then 
next year give it to FLB. The taxes on^a jdeal such as this wouldicill you. Espt^ially 
after the sale of the machinery^ The taxes will amount to about a quarter niillion 
dollars, with capital gains on 520 acres of land. 

We- would like to stay here. There is no way I can possibly pay this kind of tax. I 
am^g years old, who is going to hire me? That leaved welfare for sr. iport. Jane of 
1975 I wiarited to purchase 120 acres of land for $900 an acre. It was about 4 miles 
away. Oiir son was going to get married and would have lived there. A quarter Bec- 
tioh oh a 5 year lease weht^ith the sale. After about 4 to 6 weeks we started has- 
selihg them for an answer, PCA advised us in their own words "you don't lieed an- 
other farrri what you need is a hog hoise (a farrowing barn)." PCA brought sales- 
men out to bur form arid iiitb biii* home. They took us to other farms to look at this 
type of structure. We left right from their office arid they took the whole afferriddn 
frora work to show us the barha 

We^weriB riot aware that-we had to mortgage diir farrii for the loan for that first 
^100,000 investment, until I had sigried the purchase agreement with the dealer for 
the building. Also FLB Ibari officer who handled bur Ibari stated "You'll never see 
over 9 percent interest bri your Ibari for this building," quote Wayne Land. We could 
have gotteri a loan with ah irisiirarice company. With a-set rate of interest of 9 per^ 
cent Our confident PXJA loan officer convinced lis thkt FLB was the way to go. Hiad 
we ever dreamed of 14 percent interest we'd riever-have cbristracced brie, let albrie 
two building. Our total investment iri it is^dut $250,000. 

Our land really riever hurt us. We paid $325 an acre for 200 acres and $367.50 an 
acre for 320 acres. These hog bams are the death of jis. PCA and FLB tbld us Hiiild 
or we'd be Ibst by the wayside. You have to keep with the times; We need Ibwer 
interest rates arid higher prices for ^ur product. Time too, we need time tb stay iri 
until things get better We can't afford to pay the high prices ^e do. Also iri the 
196D's PCA brought but insurance salerileri iri the same riiaririer as during the build- 
ing bbbrh. I read abbut it in t^e^rape^ when it caught iip with them. There was a 
big stink over it. Nb wbrider the PCA loan officers brbught turkey's to as for Christ- 
rhas from the insurance company. 

I guess we really gbt set up. Sucked us in real gbbd arid made damn fools bf us. I 
can just see them It-ughirig ^11 the way to the barik. I hear now these same loan 
officers laugh at these same farmers riow when they cbriie in in distress. 

Our Ibari with FLB is for $635,000 on our land. I cbuld work out of my situation 
by custbrri ieeding hogs arid other changes in bur bperatibn. The. first most impor- 
tant draw back with PCA is they dbn't keep their wbrd. It varies from one day to 
the next. 

PGA arid FLB wfs sti;rted tb help the farmer but iri the 197Q.S we_got jised rbyal- 
ty. Wheri PCA losn bfficers had a contest going in the southw^est Minnesota I 
shbuldri't say just tb** officers it was the whole organization- Their jnain goal was to 
see which district could Ibari but the most money. This was common Juiowl edge. The 
loan bfiicers got a kickback as ari incentive for the loan officers, to j-eally work at it 
They even werfi advised (accbrding to aL Director on FLB Board) to make some 
poorer loans because they had too many good ones. . 

This whole thing is killing us because they're breaking us with th_eir_pencil. They 
wrote off $500,^000 of oar net worth on_our JQnancial statemeDt._No_ime can stand 
that. We had improvements included in lhat amount. They. had_been_made since 
1968. They werfj dropped Completely. 1 guess they must he w_orth__leas now, I'm 
trying to get help from FHA. So far PCA. isn't man enough to even send us our 
needed letter to proof of denied credit. WhicJi we requested. _ 

I'll prbbably have to.iile a chapter 7 bankruptcy. Then .they, can pay the taxes. 
Our Ibari vtith PCA is $311,000, as of February 1, 1986. When we built this first hog 
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barn my wife Wa^^^ guch as this. Our loan officer all bat 

frfH^^^H n^«." '^^ her_opinion and belief, on this deal. He retired last yea? 

and told me^ you_shonld have listened to ybiir wife." 

In the 1970:8 Jhey coaldnjt shovel us enough money and now they'd let you ata-ve. 
SP th^.can^et Oieir hands on the money. Now and I mean right now. FLB wiii 
wHn^f ."^^f the most besides^ourselves and I guess we should know by now 

we don t count. We II never ever be able to pay those taxes. 

w^^^TS:Q^i^ ^lP?io^^ attorn^ey for Farm Credit 

rWiffH^ i H^^Qcn^^-^^^^fll??- ^/"nesota, Wiscon8in,_an Michigan. He told me 
v^aV^^ J^ ^, 1980 s and 1970 8 all loan ofllcei^ made a commission on all money 
PCAJoaned outf it s also intere^^^^^^ FCS fired him. Nothing like khiP 

ing tbeTaraier m the backhand weJXstened to these so^alled confident farm advi- 
"^J"^^ "^"^r^^^^i- ^ey laughed all the way to the bank. 

We had to mortga^^ year. They okayed this de^ May 17, 1985 

andjt topk until July. 17. 1985 befoj-e the papers were reicy for signing^D^iHnS 
penpd they raised our FLB loan interest E^xerceht.- So before signing this a^S-eement 
^e_had to^ve them a check fbr about $21,000 (for the int^rSst whkh wS^Ike a 
pnaltyk^ what they gave us with one hahd they took away with the other We 
knew nothing about the extra interest. 

We^gave Ft.B a mbrtgagie bh -bur la^t free half section for_a jeal like this. PGA 
?ntu1n^ay^l^*' ^""^ ^"^^ ^""^ ^ ^""^ ^^""^ payment isn't due 

Also when FLB made thii de^ it was a 3-year deal and if we needed more time- it 
was- to be ^:::tended for two more years. But when the papers were written up the 
aomtional ^ years were dropped. _ 

'^^^^^^^^^^^^^^^^^ years I believe we would be out of the 

woods. We could wnte a book, but I'd better stbp, - u*: uut 

We the Amerijia^ need help now. The losses we took when the butcher 

m_arket_wentto pot^are anbelievable. We borrowed more money against the land to 
k_eep im/jarrmng. That was another mistake we did under the advice of oar PGA 
loan ofTicer. Now I m gbing tb Ibse bur crop, land, and machinery. Also our home. 
With no money to buy a different one. 

What can we do? We heed help now. 

that our Farm Credit Smem-riiade all 
their_ big bucks from all the suckers like us. Now we're getting the -jc. That's the 
cnanics ^ve gee. 

_VreVe been with FarS_ _Cr^^^^ for thirty years. Through thick and thin 

they always got paid j;heirm^^ _ _ _ ana""" 

\Ve're just a broken hearted farmer who gave his life to wbrk for the Farm Credit 
Syst^^ for RQthmg. We've no future. Nobody want^ to hire me or my_wife_at our 
ag_^__Weve .still a son at home going tb school who needs an education to so and 
make Jus way, * 

What can be done tb help lis? Please! 



Prepared Statement of Mrs. Esther Lee, Revere, MN 

_Because_of Eeagan's budget policies this is- evidence of what is happening in our 
area jjf rural Minnesota an it dislocates farm families. 

^ From U.S. Highway Nb, 14-isbuth bnltedwbod County No. 7 (hard surfaced road) 
into eottonwfH^ Cbiihty tb-Higbway No. 10, there have been 23 dwellings on 20 
farmsteads. Today ^on these 7 miles ther now are only 3_active farmers left: 6 dwell- 
ings are occupied retired people; 10 siteLs_are unoccupied or abandoned^ 4 bf the 
yburig farmers have been forced out of business. 

^•This is also having a most di^^ on our towns with their cbmmuhity 

facilities such as churches,, _sc_hopIs,^and_ medical facilities. Thirteen youn^rs from 
th^e same farm houses^tteiided. school, but 3 have already gone and 3 more will 
Jeave when school ijs out. Two more are in bhe family forced from farming, but 
remain forjpresent in the farm house. One can drive into town and find a "Clewed" 
sign_on_a door, telling us another main su eet business has fallen. 

Unless there is a qoick^hange in policy in Washington, the family farmer will be 
gone and corporations will be in cbhtrbl. 

The handwriting bh the wall is very obvious and must be read as it contains an 
brhihbus message for us all. 
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Prepared Statement of Vannie Rutgers, Brewster, MN . 

Gentleman: I am a farm wife, hbmeraaker and mother. I ajTi_proad of being able 
to live on a farm and enjoy the serenity arid peace of the country life and enjoy 
God's cj*eatIon He set before lis. _ J 

However, it is disgusting to work long hours to put in the crops and to harvest 
them and then get very little in return. Let's try arid, try leal hard to get a better 
pricejbr our cbmmbdities^griiri arid live^ _ _ _ _ 

It would be worth miich if the firiaricial institutions could be Jnoxe cooperative 
Now, We heed their help jiist as much now, if riot even more, than we. did .several 
years ago. Why are cattle such a risk to the barik? We could haveijoughtlieiferettes 
at 43 cents a pound arid locked therii in at 60 cents and they'd hav^lo. think about 
it. These deals are now arid riot for later discussion. We iiad Ihe Jfeed to.feed them 
to Five years ago they (the barik) asked ua what our long termj^nls.were as far_as 
caule feeding was concerned arid we told thera^.and have jceached.that ^oal about 
three yeara ago. Now they won't borrow any money .tor _cattle_ when they CcattLe} 
cdiild have beeri bought at a reasonable price and locked in. To me livestock feeding 
is rid riidre risky thari grain farming. __ __ 

We did riot buy aliy larid at these ridiculoiisly_high_pilc^s^JCk)Mldn t the ^^^^^^^ 
agericies see that nobody ^jould make it on JiighJnterest_an^d_ principal^ pa3^ents for 
the larid. I feel riiariy of the lending agencies are to be at fault in lending money for 
this type of operations. 

Lers have an interest: bnydown :and _be fair_too all. There, should be no writeoffs. 
Can't all of us be treated alike, if oneJias_a writeoff, take a percentage of the wnnte- 
off for all. Just lowetthe interestxateJ'or.alLof us farmers and give us a^ 
prove that we can cash ilow^There's_no_way_ to cash flow now, in a positive manner, 
vdth low grain prices and iughinterest_rate&. 

As to the minimum^wage_beingLrais€d_5 J)e_rcent a^ear to compensate for cost of 
living increase; wiio gives mfaniiers_a 5_ percent raise fo^^^ pf living increase? 

Now is the time when_w^_needjnior^ cooperation from lending agencies; lower in- 
terest rates; better prices for grain and livestock. 



Prepared Statement of Gloria Tepfer, Danube, MN 

To the members of the Budget Committee: Geritleriieri, I warit te thank you for 
taking the time to come to rural Minnesota arid witness the worst farm crmB since 
the Depression. Leadi^ig^^he Nation in farms lost duririg the past year was Minneso- 
ta, which is down 5,000 (arms. Minnesota farms ribw riiirtiber 96,000, as compared to 
101,000 a year ago. Abdut^28 perceri;; of the Nation's fanners face severe jfinandal 
jprqblems. (>r those, 100,000 are technically iriedlvent and ariother 100,000 jare:so 
close there's little hope of saving tlierii. Everi with an extension of 1985 loan rates 
and target prices to maintain^ currt /it fariri iricome, 8.L percent of all farm operators 
will sell but each year for the next 4 years. About 9.9 percent of all iarm ^asaeta 
would have to be liquidated iri order to service the debt on remaining assets^That s 
about three times the ribririal level of farrii assets coming onto the market. The 
shbwballihg effect bf those liquidations, which farther erodes land values and favr^ 
equity, means the worst is vet to cbriie — probably in 1987.: : _ „ _ 

American ag^ulture.is bleedirig— arid bleeding profusely— from woiii^ inflLCtC^* 
by poor ebmriibdity prices, high interest rates, the: soarings dollar jand_ disinflatioi.. 
We, rural -Ariierica need your help. We did not create thafiituation w^ now find our 
•^ives iri. Ybu, the GbvernriSent did and now it is your r^ponsibility ai Budget Cqiii- 
Mittee irieriibers to go back and recbtiiniend that some dollars be_ put into, iiot taken 
away, to niake the agriculture ecbnbriiy healthy again^We.vdlLao longer sit d^y by 
and watoh bur fariiily farms, sriiall towns, :chm:ches, and schools disappear only to 
b^Teplaced by cbrpbrations arid foreign interests.. — — ... 

The Farmers Hbnie Administration needajnore.funds.allocated to them for their 
prograriis. They rieed niore funds for farm ownership., direct.operating and for mp:re 
person riel to haridle and process the loans._Instead of lhe lender of last resprf^ 
FriiHA has becbirie the only lender that i& willing to_ work with farmers in a d^^ 
restructuring prbgram. Hie USDA need the funds. available jto guarantee faimers 
100 percerit bf parity. Farmera need toifarmufoiLa profit. I^t m.e put it yeQ^ siinplej 
wbiifd ybu gb to work every day of the year,^ incurring the same expenses tut not 
fece? irig ariy pay? I think not, yet that is exactly what the American farmer iias 
been dbirig sirice 1980. ... 

Yes, the Gbverriment needs to balance.the. budget and stop the deficit spending, 
but takirig away from Peter to pay PauLisjiotthejanswen There are cuts thai neeo 
to be riiade arid the waste trimmed from many programs. In 1984, colleges in this 
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countiy received $^ mUli^^^^ ^ante from USDA to study better prbdiictibh of ioy: 
^^^Zi^K ^ K^'^^^T\^'^^''^"^i^''^ South Africa. This is pure nons^nsl. 
l^n^^^"^|- "^"^ consequence fo our militaiy 

^^^f^'w^tt-^^'^^''^.?'"^^'^ serious r^earcK. There is something 

h^^^^^LT.W^''^^-^- ^ ^^^y ^"""^ ^^f^^ then work, wf 

iS^^j,^" % '?-^"*-f and made a lazy nation out of America. 

i^^^T^^ to be closed so the rich piy their share of S 
The mon^ry nystem^aeedB to he returned to the control of Congr^ where irTwS 
intended by the Constitntion of America. ^ 

^^d^frngHl fovernmeht which shall reitrain men from jniuring one 
??5theji shall leave them^ otherwise free to regulate their own Pumuits of indTO 
^^^P^Y^^^S' and shall not take from the mouth of Jabor «,e bread it hS 

Sld^rSsTlSOlf""' government. -Thomas Jefre«o„ilf«t to^ 

Thank you. 



° "'^^'^^^ CMAIRPERSON OF DOUGLAS CoUNTY 

i!.XTENSlON GOMMrrrEE AND FXTENSION StATE ADVISORY COMMITTEE MeMBER 

A^thktime I wouldiike fociis dh bur rural criii^ and what our Extension is 
doing ta help people in Douglas County^ xwvwjnsion is 

. Prioect support activiti^ were launched in J^Iovember 1984 ^ith the Eoal of helo- 

nnfj fff^' ^ ^'"i^' ^""S}^ County Extension Directorf wAs one of thl d^' 
nated staff who play^ a role in counseling not_only in Douglas eountv but Tur< 
^'^,^'^1^^^^^ '^^ Qommumty organizatiohs be aware of 

^^^^T^^vf ^^^ femer's problem^^^^^^ what services they could pro^ 

^rh^^oT ""--I ^?^^?"diyidual8 to the p_ro4>ef agency. A second approach was S 
provide finmiGial plM thcwe farmem who need help in Ibbkiril at their short 

tenn financial situabon p,e t^^^^^^^^ was to provide some ty^ of support S 

those families who might be leaving farming. »upp"r w 

Support inclu|e<l bel^ typ^ of work to ol)tainihg information on 

Sflt r^^if -"^^^^^ ?f ? ^^^^ ^ "^^^^ of extremely di£ 

n^if ^^"^^ m rejgardto fmaJicial farm assistance, wherein only about 50 per- 
c|nt of them were feasible to restructure loans. The local FHA Office assiSied Ex. 

Se'pr^S °" '"^'■^ ^ ^^^"^ ^ 

J^- i^"— P^^^so made a commitmeni^^ Project Support. By eSohasizine 
L^^^ -and togeth-™ in families in 4-H, there was a more j>Sit^lSng^ 
^n_Vig,:our County Extenwori Agent, played an important part ij^eringiinan- 
ciai_managementM^t recently^ home cdrreipondence courae in fuianciai manage- 
ment for young ftrailies was offered in which 21 families particip:ated-_A personal 
comment in^regard^to^this course was "it provide a base from which to stertiderti- 
ng prionties and developing a budget iystem consistent with orr financial re- 
sources. _ _ . . 

_ Our local Extenwon ^office has cooperated with other service agencies in providing 
pro-ams and materials relating to the rural crisis.___ _ _ _ ^viumg 

^i^J'^J"^^ ^^^'l^'l? serves on tiie City 

^^^^l^""^^^^^ continae to ofler sui^ 

port to the Minnesota Extension Service as it meets the needs of oar people. 

Prepared Statcmei^ pp lUvmif icks, Redwood County Extension CoMyr-.-^-r- 
Chair, and Kenneth Hemmingsen, Committse Msmber 

We w_Duld^ like to expre^ our concern on b^h^ilf of tedv/oc^ ''x>unty conc£ -ring 
the. proposed Federal cuts in the Cooperative Ext^n-lo ] Progi . :t. '^^-i cats -^^Lti 
^""w^ as pissed, could h^ c^^^ tim- Nr rural urban Aii^i-ica; 

co^^^^l ^^'"'^ in Extension programs for .-r St have ob- 

served Jie tremendous growth in the need for our .^cceptanr- c^r f^stensior bro- 
grams. ----- ' *^ 

^ TheJVlinnesota Extensidn Service has been,_isLandi^^ * be workli!^ very hard with 
larm families m the areas of financial planning,_w;iei^^ rompater ^ams have 
b^n run to help them look at the future and help to devc:;/>p pbiti c^h {low situ: 
ations. 
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_ Family: r_esource_inanagenient 8^ i>een the topic of several Hbitife 
Stu_dy_ Group lessons as well as workshops given to organizations and T>r6fessibhal 
groups* _ __ __ _" ... ... .. . ..^ 

A. positive seif-esteem has been_ stressed through youth wbrfcshbi^ in a riu 
8chools_throuffhout the county, as well as various other growth experiences fbr biir 
375 4rH menSers and families. _ _ . . 

The_ Extension Service is also working^ in urban areas with low uicbme families 
who jieeS help ^vith resource management and nutritibh. Our sehibr citizens are 
being reached through wellness jirograms that meet their heeds. _ _ 

If the funds for Extension are cut back, whose research can people depend on as 
being accurate? _ • j ^ 

The request for Extension ^rvice persohhel has never been greater. This demand 
by the piA^Hc indicates the need foi^the typensf prbgrams offered through the Exten- 
sion Service and the Land Grfiht CoUeges. This is hot the time to iridiscriminateiy 
throw out programs just to make a budget, but tb evaluate and addr^s the prob- 
lems that directly affect the 4ives bf people today. _ 

fhahk you for giving the Extehsibh Service fair consideration in the budget proc- 



Prepared Statement Submitted by Gerald Geurts, Chairman, on Behalf of 
Traverse County Extension Committee 

The Traveie_Cojjniyl Extension Committee is alarmed and concerned regarding 
the federal budget cuts to Cooperative Extension Service due to the Gramm- 
Rodman bill. , ^ . ^ , i 

Onedthird. of o_ur_tQtaL budget for Minnesota Extension conies from^the federal 
Government. _With the proposed drastic cuts in rederal funding— P00,000 (5 perceht) 
cat Jn 1986_fQllow^ by a 59-percent cut in 1987— there will be drastic cuts ia pro- 
grams jand pe^ormeLiijs certainly not realistic to assume the state ahd ihdividiial 
counties wifi be able jto make up the difference. . ^ 

Wgl oppose changing _the Smith Lever Act to state "future federal extehsibh 4bl- 
iare_he_used solejy Jbr_enhancing; farm profitability ahd for cbhservatibh". The 
bjidgelLpropPsaLstates that it is neither necessary or apprbpriate tb use federal acl- 
lars for non-farm services. . ^ , ^ _ ^ ^ _ _ __ , 

.Without federal funding, programming in 4-H youth development. Home be/ 
EamUy Living and Community and Natural Resource Develbpmeht wbiild be mini- 
mal at best. . . . . . 

4-H provides learning experiences for youth that are not provided anywhere else. 
4-H develops leadership and citizehshij) in young pebple. Thiey learh to take pnde ax 
their community and volunteer time improving it through the Community Pride 
Project Jbr example. _ r tt ir* /t> m • 

The Home Ec prograni is not cooking, sewing and crifts. Home bc/l«amily Eiymg 
today includes initiatives in the follbwahg areas;^ food hutritioh and health, families 
in communities^ energy arid erivirqrimerit, family ecdhdmic stability and security, as 
well as volunteer arid leadership develbpmeht. : _ • , 

Comniunity arid Natural Resburce Develbpmeht, as well as our present Agricui- 
tural programs, are heeded today with the rapid changes in society due to technolo- 
gy and changing world riiarfcets tb haihe just a lew. Extension agents across, the 
state are working extremely hani at helping families look at their options 2«id_op- 
portunities on or off the farm. Agriculture is far broader today than strictly Ag pro- 
duction! ; - - 

We \irge ypu to take measures against the federal budget cuts to the Cooperative 
Extension i^rvice proposed by the Gramm-Rudiiiah bill. 

Prepared Statement op Charles Winzer, Heron Lake, MN 

The Ujnited_5tates ikrm_ economy is heading into a severe depressibn caused 
mostiy by these _twi)_ecQni)jnic factors: (A) Cost of inputs. (B) Mbhetary returh frbm 
the saie ofithe commodities produced. 

(A) Jnputsinclude: , ^ , 

(1) Interest. on the value of the land plus real estate taxes if owned; or rental pay- 
merits if leased. 

(2) Seed. or plantLDg_5tock. . , . , . 

(3) Tillage, planting and harvesting machinery including interest, depreciation, 

and repairs. , 

(4) Fertilizer; weed and insect control chemicals. 
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(5) Fuel for power equipment and crop drjang. 

(6) Labor and management. 
(T) Interest on operating loans. 

(B) Mdheta]^ return is determined by:__ 

(1) The amoant of commodities produced for sale. 

(2) Multiplied by the unit jjrice. 



_ In the last 20 yeare, prices pf inputs JisiUd inJA) above iiave increased dfamatiekl- 
ly^some items by as^much as SOO percent,^.^^^^^ same period market 

prices of corn and soybeans have increased by only ^out JOO percent 

Let us take a look at the possibility of Congress helping to reduce one of the farm 
input costs^ 

_Next to Tui^, seed cG^^^^ the most jnflationary.^caitarai productibri 

^^^If izl^^ H^^lV''^^^' ^>f->s di^e in part to the passage during 1970 of the 
United ^States Plant Variety Protection Act. This companies and 

©there to obtain patent protection for their own seed varieties and has made the 
seea business very highly profitable. 

^ My recommeridatibh to the committee is that you proceed to_jrepeal the P V P A 
J^Lf^fi^- ^^^^ ^"^^^^^ f research activities to the United States DepaW 
ment of Agriculture and State land grant colleges where new adyan^ced v^ieties are 
shared with all seed producers for the bonefit of all the people instead of remaininc 
locked up in some cbrpdratidh s Hihg cabinet. 



Prepared Statement op Dean and Karen Peters, Tyler, MN 

- My husband _and I farm 70^^^ have a farrow to 

finish hog operation and alsojproduc 1935, PCA informed ug 

'pey wojild not renew pur loan. We_called_QUr_imcofn County Agriculture Exten- 
sion^ Agejrt who helped us with a computerized iinf;nciai analysis of our farming bp^ 
eratiion. He went with _us to both PCA and_FinHA.meetin^ to help explain biir pl£ 
to get refinancing. The C^^ us 4)ut_ together a cash fldW plan ^at 

eventually^ was accepted, by PCA and FmH^.-WjB.were able to make fecd^mehded 
^^J"sti"^nts to-our <)peration fiuid pb^ refi nancing: for .short term debt and-bperat- 
ing^xpenses. The County Agen^^ cash flow projection for 1986 and 

we_have ^.ad our operating loaui awli^ the 1986 season. 

^ Regarding proposed Federal budget cuts for Extensioii.. it is: of atmost importance 
for rural Amenca s economy and the development. q£ our. conntiy's fature leadera 
(our children)^ that we continue to receive. the expertise, mid current i nformatidn (re- 
l^ch^ provided by the University of Minnesota through our Minnesota Extensidii 

^ Our Extonsibh staff provides direct help to agriculture through increaaed empha- 
sis on developii:g marketing skills in addition to incronsing productivity. Project 
Support has-been an invaluable tool to aid financialjj- -s.ed iarmeis and should 
5e continued. Programs in farm financial management integrated pest manage- 
ment shduld be cbhtihued. *^ 

Ag Extensidh Service has beerva valuable tool in developing cojifidence and lead- 
ership in rural and urban youth through 4-H and these children are America's 
future. . 

^ Our Extensidrijtiiitritibrial teachihg h^ helped to limit the ne.ed for coatly welfare 
home ^teaching. Family budgeting, early childhood development and DubJic policy 
education are areas of cdhcerh that need to be contirued to be addressed in our 
rural areas. _ _ . . 

We support adequate levels of Federal appropriation to assist state and local gov- 
ernments with their Cooperative Extension Service programs. 

^ Ple^e let me kndW that you will cohtihue to iupport Federal Extension Service 
budget at least at its present level. 



Prepared Statement op Dorothy McCoy, Extension Committee, Yeceow 
Medicins County, Clarkfield, MN 

^/I^^ extension steff meml^^ the riiral issues of 

™rm finance, handling: ecpnomic s^^^^^ issues in a variety of ways 

e^i^ii^ai^. workshojjs, support groups for famiIies,_indLviduai counseling in problem 
solving, and teens in distress advisory eroup activities are just c few df the ways the 
fx^ension team works to meet the needs of all_ families. Our extensidn team is sehsi- 
^ve and concerned about the whple^ f and biydnd the call of 

duty to support troubled youth and adults as well as the healthy people in dur com- 
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m^hities. No bthei group I know of woiild have been able to give the kind of help 
with these -riiral issues. They are knowledgeable abdiit agticiiltufal, youth, commu- 
hity, and family life subject areas; and support each -other in working with the 
county clientele. I don't know where emybhe would go for the counseling help they 
have given except to ah expensive psvchblbgist. 

- Benefits to bur family are frbni the 4~H youth development program. Kim and 
Kris^ wbuldh't have develbpCKJ iritb the responsible citizens they are now without 4- 
H. There wbuld have been hb bther ybiith group that would have given them wide 
experiences iii youth develbpmeht, career explbfatibn at any early age, and leader^ 
ship growth. 4-H is bhgbihg and stable; other ybuth organizations here in the rural 
area are sporadic and nbt available alLthe time— scouts are here if a leader can be 
secur^, church ybuth groups are here if th^ pastor has time for them or is interest^ 
ed, chbir and class plays are held biily it there is a teacher or vbliihteer to lead 
them. 

Our kids learned responsible citizenship frbrh bur agents who have expected them 
to carry out their responsibilities. The kids responded to agents whb cared arid gave 
them guidance when they participated arid- helped organize events and programs for 
themseives and bthers. Kris's arid Kim's lives revblve so much arburid the projects 
they l^arried about in 4-H. This ybuth grbiip erihariced their interests so they con- 
tihued to develop arid jjursue more iridepth learning abbiit hbriie landscaping, pbul- 
tryy leisure^ Activities, arid leadership. They both learned hbw to work with people 
through 4-H arid they learned how to feel good abbiit theriiselveis because they were 
persbrially reward^ for dbiri^ the best they could. Kris credits 4-H for his skills in 
public speakirig. His interest iri citizenship arid the political prbcess x:ame from 4-H 
JVC and Wa^iri^ori Focus. Our fariiily has gairied iriterriatibrial friends through 
the 4-H LABO (Japan) excharige. We host^ a y<>ung iriari from Japari, Kris spent a 
riibnth iri the sumriier iri Japan visitirig the fariiily, arid the whble family ciame here 
to spend tiriie with us . . . ari experierice we wbuld riot have had were it not for 4- 
H. _ 

4-H gives kids a charice to be successful iri thieir bwri iriterest areas. It gives par- 
erits a chance to work with their kids and others iri ari inforriial learriirig sitiiiatibri 
that teaches life skills. _- 

Extension agriculture prbgrariis have mariy^ bppbrturiities for us ^^airy farriieris. 
We make use of trieir information to make decisions bri farrii prbductibri. Oiir neigh- 
bor had direct help frorii the dairy specialist frbrii the Uriiverisity arid the agricultur- 
al agent ajter his dairy barn burned down and he rieeded help to rebrgariize. We 
also get help bri specialty issues like custorii rates, dairy feed ratibris, DHIA irifbr- 
mation, etc. ^ . _" _ " " 

The faihily livirig programs the extension staff bfler riieet the rieeds of all fariii- 
lies. The agent shares pareritirig education iriforriiatibri with hbriiemakers grbups 
and head start/preschool parent groups. The prbgrariis are versatile arid^riiake 
learning interesting for the a^^^ participate. They are also tiriiely arid iriipbr- 
tant to the life in rural communities. _ _ " ._ 

Extension pnjgrams are changing to meet rural rieeda. It is uriftir tb limit the use 
of the programs^ of extension to onjy "farm operators" because there is^ sb riiuch 
more to be gained in the variety of educational services they prbvide tb all walks bf 
! ife. lAte skills are learned by the 3^12 th which affects their currerit arid future 
family life. Th^e kids have; a base tb^ e^^ career ^evelbpriierit arid have 

successful professionals as models to look to for advice arid help. 

I5\e_id3s 1 work with in school who are 4-H members have a higher selfesteem 
and are able to discuss alternatives and make decisions better thari kids whb dbri't 
have a 4-H background. They learn to lose and win in 4-H and they learri to^ care 
about jidu Its and other kids as they all work together tb accbriiplish their iridividual 
and group goals. 

_As_a family, we have relied ^^q^ make us strbrig and we warit their 

programs available to all families in the future. 



Prepared Statement OP Pjpestonb CouNTY.ExiTENSjoN i^MmrraE, Submitted by 
Roger Johnson, Chsirmsn, and John Old^meyer, Vice Chairman 

Ori behalf bf the Pipestone County Extension Board, we would like to thank you 

foi^the bpix)rturiity tb express our views. 

- The ecbribriiic cbriditibns of Pipestone County are serious at this time. Forty to forty- 
five percent bf the farmers are experiencing extreioe financial difficulties, if condi- 
tibris don't improve we will be faced with accelerated loss of farms, farm families, 
busiriess, schools arid churches. We are experiencing a drastic change in our rural 
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wiay^f life. Becausfi of these changes, individuais and families are seeking support 
and fihi-hcial assistance. 

At prv^nt J:he Pip^tone (^^^ Extension. Seridce is working hard to meet their 
'^ee^J^-rougi the Fara Fmancial.Management and Family Resource Management 
Prograiys- This mciudes^ to one financial planning, using computer cuds and 

^ J'ara Management Strategies^ Legal Rights 
and ^tions. Farm Marketing, Budget Manageinerit, Dealing with Chinge. Exten- 
sion Jiasasjts mission to educate the people of this stete regardless of their gep- 
©laptuc location, age, Eex, race, creed, etc. We are a research-based educationaL in- 
stitution conceraed about the well being of bur people. Southwest Minnesota Famjly 
Income K the lowest in the state and the 59 percent proposed cuts in_Federal Fund- 
mg would iiave a big impact. Pipestone County will be hit hard if our Home Eco- 
nomics and 4-H-Youth Position is not filled because of th^ major cut backs. 

We hop^the^Budget Committee will reconsider the proposed federal cats for the 
Extension Service because of its critical importance to families in Southwest Minne- 
sota. 



Prepared STAXHaENT op Alphonse A. Mathiowitz, Cow f-REv, MN 

The fast devaluation of farmers realjstate and machineor an ^_ the below produc- 
tion costs received for most commodities the farmer haa to sell is the reason there is 
financial crisis in agnculture^^^ problem is that the 

farmer receive cost of production and_a treasonable profit to be able to continue bh 
™ning. At the same timejhat the farmer receives a c<st of production and a profit 
for his_ production^ he will be able to p^y his bills which would also help keep all the 
buBin^ses goingin the rural areas. The family farmer could survive and so could 
our town^ iiliurches, schools, implement dealere, elevators, gps stations, car dealers, 
and _alL other businesses in town: 

L^l^'"^'"®'^ any more borrowed mdriey. They heed a profit_fgr_what 

they have to sell: If they can't get a <:ost of j)r6duction and a erofit,_t_hen_ there is 
one other thing that could help turn the crisis around. If the formers have to take a 
mt devaluation from 30% to 50% on their real estate _and_machkery and receive 
below production costs for their production, then J would, suggest that all the people 
from the President on dowm in Washinston,_al^ and County people and aU the 
services the farmer has tp bu^r to do.his farming starting with interest, gas, diesel 
luel, machmery re electricity, telephone, cars, pickup, ma- 

chmery seed com, LP_ gas, and others that are needed for the farmer to farm, all 
take a 30%_to 50% j:utacross the board just like the farmer has to take. Why are 
some j)eop_l_e still asking for increases in their calaries when the economy is in such 
a poor state? 

.Why not take a decrease so we^saiiall come ou^t of this crisis together and we all 
will he able to survive: Why do all of the services to the ff rmer have to go up at_a 
time like this? We farmers also have increased costs but v-t)o do we aakjto getihat 
from. ^Let s all use some good common sense. Where _wih ibe money_come_from to 
pay aU the increases people are still asking for? Surely, not from the farmer, be- 
cau^ he can t survive too much longer under these, conditions. Why is meat so high 
^tores ye mpney_on_c_attle and hogs. Who is making this 

i"0"^y- Cpnsuiners, your foo^^ bat if the family farmer 

broke producing cheap food and the. corporations take over, your cheap food 
will be aU over with. So let's a^^^^ do our part and be reasonable with our requests 
whatever they may U._That way ws Aiil ail be able to survive this rural crisis to- 
gethc»r. If the /amily fermers leave S ^ land so will the tOwiils ;md businesses around 
by th^o ^yay side. I^^ not k " ;.i)is continue oii iany further then we are now. 
We_can_and wc \viil survive this tc.:.!Hher. Just reineniber that if corporations take 
over, they will not be doing their b ism^ locally. Most thecorjwrations got thiiir 
own supplies. £i'> let a? band together how to keep thie family farmer on the farm So 
with closing, eli I can aaV is, does y^. dy really care. 

[WhereupDTi, at 5:15 p.m., rhe hearing adjjourned.] 
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